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ABSTRACT 
The present thesis is an attempt to examine phenomenon of the 
Development Planning in India and the role of the Ministry of Finance. The 
Ministry of Finance is the apex body that controls the purse of the nation, 
although it is the Parliament that has the de Jure responsibility. The various 
financial institutions like the RBI, SBI, ICICI, IFCI, IDBI, LIC, UTI, NABARD, 
are regulated by the Ministry. All these institutions play different roles in the 
socio- economic development of the country. The Reserve Bank of India for 
instance controls the currency, regulate the volume, direction and cost credit, 
manage foreign exchange and supports its allied institutions. In the same view, 
the State Bank of India assists through its various policies and programmes 
the process of socio-economic development with the passage of time, the 
number of banking and financial institutions have increased and consequently, 
the role and the activities of the Ministry of Finance has also increased. Be it 
the National Bank for Agriculture and Rural Development, Life Insurance 
Corporation of India or the Unit Trust of India, they all have to work in close 
liaison with the Ministry of Finance. 
The thesis is divided into five chapters. The first chapter provides an 
over view of the financial institutions engaged in the sociT)-economic 
development of the country. The second chapter is an attempt to examine the 
organisational and functional aspects of the Ministry of Finance. Its role and 
the preparation of the Union budget has also been proved. Its work is related 
to the scrutinising the proposals emanating from the spending departments in 
so far as they have financial implication. This enables the Ministry to have a 
decisive voice in the formulation of policies of other departments as well. 
The scrutiny exercised by the Ministry of Finance is general and broad and is 
more concerned with the overall financial implications of the proposals and 
its impact on the economy. The cabinet attaches considerable weight to the 
opinion of the Ministry. 
Besides, the Ministry of Finance, the Administrative Ministries and 
their subordinate offices. Planning Commission and Comptroller & Auditor 
General are also involved in the preparation of Budget in one way or the other, 
but the role of Ministry of Finance is significant. A detailed of the preparation 
of the Budget and its enactment by Parliament forms the focus of study of the 
second chapter. The work of the Ministry does not end here. Even during the 
execution of the Budget, it is its responsibility to ensure that the amounts are 
spent properly and economically and that the priorities are followed in 
accordance with the plans included in the Budget. This will also ensure better 
rapport between the Ministry of Finance and other Departments. The Ministry 
also extends its control to such matter as grant-in-aid, writing off the losses, 
waving of recoveries, contract, etc. This control is necessary to establish 
financial order in the country. 
The third chapter is an attempt to analyse the welfare commitments 
of the State and the increased role of the Ministry in meeting out the hopes 
and aspirations of the teaming millions. The formulation of plans for the 
whole country is the main responsibility of the Planning Commission. The 
implementation of the plan is the main responsibility of the Administrative 
Ministries of the Central Government and of the State Government. The new 
Policy of economic development adopted by the Government of India in 
1991-92 has 'liberalised' the economy. The role of the Public Sector and 
government investment in many activities has been reduced considerably. 
Initiative for economic and developmental programmes have been left to the 
Private Sector. Controls and licensing of many commodities that were in the 
hands of the government has been relaxed. In the changed circumstances 
initiated by the "Policy of liberalisation", the nature of Planning by the 
government has changed and its scope has been reduced. Consequently the 
role of the Planning Commission has also undergone a change. 
After independence, the task of the National Government has been 
the elimination of poverty, and improvement in the economic condition of the 
teaming millions of the country who have been living in miserable conditions 
of poverty and starvation. The method of economic planning has been adopted 
to face the economic challenges of poverty, unemployment, and starvation. 
Political democracy is meaningless without economic democracy. 
Poverty, disease, ignorance and illiteracy need to be uprooted. A new society 
based on liberty, justice, equality and brotherhood is an imperative to fulfil 
the Constitutional requirements. A boost in the national income, rapid 
industrialisation with particular emphasis on the development of basic and 
heavy industries; generation of employment avenues; and reduction of 
inequalities in income and wealth and a more even distribution of economic 
power has engaged the attention of the Government of India, more so of the 
Ministry of finance which is the main agency responsible for the economic 
stability of the country. 
Chapter fourth is an analysis of the Planning Commission and 
Finance Commission. Planning Commission is basically a staff agency. Since 
its inception, the Prime Minister has been the Chairman of the Commission. 
The Deputy Chairman looks after the day-to-day work of the Planning 
Commission. The main functions of the Planning Commission are, 
formulation of the Five Year Plan, working out of priorities in the Plans; 
assessment for national resources and devising ways and means of augmenting 
them; periodic evaluation of the progress of the Plan with a view to suggesting 
adjustments. Planning Commission plays an important role in the socio-
economic development of the country; establishing social justice, removing 
poverty and unemployment, and eradication of illiteracy and disease. 
Article 280 of the Constitution empowers the President to constitute the 
Finance Commission after every five years. The duty of the Commission is to 
make recommendations to the President regarding allocation of resources 
between the Union and the States, the principle governing the grant of grants-
in-aid to the States out of the consolidated Fund of India, and any other matter 
referred to the Commission by the President in the interest of sound finance. 
The specific terms of reference of each Commission are drafted by 
the Ministry of Finance. It is suggested that the States should be consulted in 
matters of drafting the terms of reference to satisfy the federal requirements. 
However, there are many difficulties in working out a consensus amongst the 
States with diverse situations and view points. But the references are 
determined by the Constitution itself. Article 280(3)(a)(b) and Article 
280(3)(c) of the Constitution bestow upon the President limited discretion 
but that, in itself is not sufficient. A process of consultation with the State iv 
necessary. 
Under the Constitution, the Commission comprises five members. 
The Parliament is free to lay down the qualifications and procedure of the 
appointment of the members. In exercise of its powers, the Parliament has 
passed the Finance Commission (Miscellaneous Provision) Act, 1951. 
Accordingly, the Chairman of the Finance Commission shall be selected from 
among the persons who have had experience in public affairs and the four 
other members shall be selected from among persons who, (i) are, or have 
been, or are qualified to be appointed as Judges of a High Court; or (ii) have 
special knowledge of the finance and accounts of the Government; or (iii) 
have had wide experience in financial matters and in administration; or (iv) 
have special knowledge of Economics. A brief survey of the Finance 
Commission constitutes the focus of study of the forth chapter. 
The fifth chapter is the concluding chapter wherein an over view of 
the Ministry is projected. Some suggestions were made to put the financial 
system on the tracks. 
I A 
''DEVELOPMENT PLANNING IN INDIA: 
THE ROLE OF MINISTRY OF FINANCE 
T H E S I S i 
SUBMITTED FOR THE AWARD OF THE DEGREE OF 
l \ 
JBottor of $t)ilos;opIip 
IN 
POLITICAL SCIENCE 
By 
ARIF SAEED 
Under tha Supervision of 
PROF. MOHAMMAD MURTAZA KHAN 
DEPA6TMENT OF POLITICAL SCIENCE 
AUGARH MUSUM UNIVERSITY 
AUGARH (INDIA) 
2004 
T6233 
rtment of Political Science 
1 Musl/m University 
h-202 002 
TELEPHONES 
Chairman : (0571) 401720 
AMU PABX: 400916/400920-21-22 
Chairman : 364 EXT 
Office : 365 EXT 
FAX : 0571-400528 
Dated ?.);.1:;.'P..<J.. 
CERTIFICATE 
This is to certify that the thesis of Mr. Arif Saeed entitled, 
"Development Planning in India : The Role of Ministry of 
Finance" pursued by him under my supervision and guidance, is 
fit for submission for the award of the degree of Doctor of 
Philosophy in Political Science. To the best of my knowledge, the 
work is his original contribution to this field of study. 
(Prof. M. Murtaza Khan) 
Supervisor 
CONTENTS 
Page Nos. 
ACKNOWLEDGEMENTS i - ii 
Chapter -1 
Development Finance Institution : An Over-view 1 - 35 
Chapter-II 
The Ministry of Finance : An Assessment of 
It's Role 36 - 67 
Chapter-Ill 
Development Planning in India : Retrospect 
and Prospect 68 - 110 
Chapter - IV 
Planning Commission and Finance Commission : 
A Review 111- 138 
Chapter - V 
Conclusion 139 - 149 
Appendix 150 - 152 
Bibliography 153 - 160 
ACKNOWLEDGEMENT 
At the outset I bow in reverence to the Almighty God whose benign 
benediction gave me the required zeal for the completion of this work. 
I express my gratitude to my supervisor Dr. Sohial Javed, without 
whose initial help, I could not have taken up this venture. But, alas, his timely 
death did not allow him to see my thesis in the present form. After his death, 
the burden of guiding research fell on the busy shoulders of Prof. M. Murtaza 
Khan. I am grateful to him for the assistance and guidance from time to time 
in the completion of this work. 
I would like to pay special thanks to the Departments of Political 
Science, Economics, Commerce and also the Maulana Azad Library, AMU and 
the Indian Institute of Public Administration (IIPA), New Delhi for providing 
me relevant books and journals whenever I needed them. 
I am also thankful to my colleagues and research scholars of the 
Department, particularly Dr. Imtiaz Majid Naqash, Dr. Naseem Khan, Dr. 
Ahmad Shamshad and Dr. Ashraf Ali. I am equally indebted to my friends 
Minhajuddin, Mohd. Sharif Khan, Farhan Hayat Khan, Syed Mehmood Husain, 
Mohd. Afzal, Mohd. Hashim Ansari, Zameer Uddin Khan, Farced Uddin Khan, 
(Baba Farid Azad), Tanveer Ahmad Khan and Syed Taqi Haider for their moral 
support and help at various stages of the work. 
My sincere and affectionate thai^ ks are due to my mother Mrs. 
Sultana Ishrat Jamal and my father Mr. Saeeduddin, retired Deputy Controller, 
who is presently working as Advisor (Examinations) in the University for 
their unforgetable help and encouragement. 
My brother-in-Iaws Dr. Masoodullah Khan and Mr. Masroor Hasan, 
sisters Zeba and Sehba and my brothers Dr. Asif Saeed and Aamir Saeed, 
deserve special thanks for their keen interest in my thesis. 
I am also grateful to my uncles Mr. W.U. Ahmad, Qayamuddin Khan 
Mazhari, Mr. Ahmad Omar, Mr. Vakil Ahmad Khan, Mr. Nafees Ahmad Khan 
and Mr. Haseer Mohammad Khan for their moral support and sincere help at 
various stages of the work. 
Last but not the least, thanks are also due to Mr. H.K. Sharma of 
Hind Typing Centre, for processing the manuscript in time. 
(ARIF SAEED) 
Chapter - 1 
Development Finance Institutions : 
An Overview 
DEVELOPMENT FINANCE INSTITUTION : AN OVER-VIEW 
Introduction 
The organisation of the financial administration on modern lines 
can be traced to the British period. When the British Crown took over the 
administration from the East India Company, the financial administration 
was in a mess, so much so that it was a common talk in England that 
anybody, who could procure a job with the East India Company, could come 
back to England sufficiently rich to spend the rest of his life like a lord. It 
is this state of affairs which prompted the British Government to evolve a 
sound system of financial administration, which can command credibility 
among the people. A sound and centralised system of financial control was 
also considered an imperative to serve the colonial interests.' 
The mistrust of local officials was also responsible for 
introducing an element of centralisation in administration, more so, in 
financial matters. The budget was utilised to further tighten the control 
over finances. The Department of Finance, in the process, emerged as a 
powerful instrument in the management and regulation of finances. It was 
mandatory on the part of a spending department to get all expenditure 
proposals included in the demand for grant which was required to be 
submitted to the Department of Finance for its scrutiny and approval. The 
Finance Department would then examine these proposals in the light of 
consistency with the policy of the government and the modalities of 
economy as laid down by the Department itself. 
After independence when a large number of programmes, schemes 
and projects for socio-economic development, involving huge investments, 
were launched under successive five year plans, the administrative culture 
for financial administration as inherited from the British was found quite 
out of tune with the changed political, economic and social scenario. A 
major breakthrough, however, was made in August in 1958 when the 
Government of India introduced schemes of budgeting and financial control, 
delegating powers hitherto not available to the administrative ministries/ 
departments in certain vital matters, like reappropriation of funds, creation 
of posts etc.^ 
Post-independence Finance Ministry : 
The origin of the Ministry of Finance can be traced to 1810 when 
a separate Department of Finance was first set up in what was then called 
the Supreme Government of India. Till 1846, it did not have the services of 
a full time secretary. In 1843 when the joint secretariat for the Supreme 
Government and the Government of Bengal was abolished, the Department 
of Finance of the Supreme Government came under the charge of a separate 
secretary. In 1947, the Department of Finance was redesignated as the 
Ministry of Finance, consisting of three main wings, viz. expenditure, 
economic affairs and revenue. In 1949 the Ministry of Finance was 
organised into two departments, the Department of Economic Affairs and 
the Department of Revenue And Expenditure.^ The Ministry of Finance is 
presently organised into Department of Economic Affairs, Department of 
Expenditure and Department of Revenue. 
Department of Economic Affairs 
This Department monitors economic trends in the country and 
advises the Government on all matters having a bearing on internal and 
external economic management, including the working of commercial 
banks, lending institutions, external assistance, etc.'* It is also responsible 
for the preparation of the budget of the Union Government, and also the 
budgets of States under President's rule. It has six main divisions; 
Economic Division, Banking Division, Insurance Division, Budget Division, 
Investment Division, and External Finance Division. 
Department of Expenditure 
This Department controls the entire expenditure of the Union 
Government. It consists of five divisions; Plan Finance Division, 
Establishment Division, Cost Account Branch, Organization of the 
Comptroller - General of Accounts, and Staff Inspection Unit.^ 
Department of Revenue 
The Department of Revenue controls matters relating to direct 
and indirect Union taxes. It exercises this control through two statutory 
boards - the Central Board of Direct Taxes and Central Board of Excise and 
Customs. The department is also entrusted with the administration and 
enforcement of controls and regulatory measures concerning excise duty, 
stamp duties, gold control, foreign exchange, etc.^ 
Financial Institutions in India 
The banks constitute the major financial institutions in India 
catering to the requirements of the industrial infra and suprastructures. 
Seen in this perspective, their role in the economic development of the 
country, is of immense value. The future of the country is linked with the 
performance of these institutions. Notable among these institutions is the 
Industrial Credit and Investment Corporation of India (ICICI) set up in 
1955. Since then it has become the main channel of foreign exchange for 
the private sector in India. The Industrial Development Bank of India (IDBI) 
was set up in 1964. The Refinance Corporation for Industries (RCI) was 
merged with IDBI. The IDBI, till date, is a subsidiary organization of the 
(IRBI). 
One more important financial institution is the Life Insurance 
Corporation (LIC) which was formed in 1956 as a result of nationalization 
of 245 life insurance companies. The main purpose of nationalization was 
to eradicate the evils associated with the operation of the privately owned 
Insurance Companies. Besides, the UTI was also established in 1964 to 
encourage private investment and to make the investment business less 
risky and reasonably profitable.^ The overall results were encouraging. 
During 1993-94, the total financial assistance sanctioned by all financed 
institutions (IDBI, IFCI, ICICI, UTI, LIC, RBI, IRBI, NABARD, SIDBI, 
RCTC, TDICI, SCICI, TFCI, GIC, SFCs and SIDCs) was Rs. 43310.8 crores 
as against Rs. 34210.0 crores in 1992-93.* The aim is to inspire 
confidence and to attract investments and to help in the development of 
industries in every possible manner through provision of technical advice, 
machinery and finance. Most of these institutions provide both loan and 
equity capital.^ 
There are various types of financial institutions in the country, 
IDBI, IFCI, ICICI, RBI, SBI, SIDBI, LIC, UTI, NABARD, IRBI catering to 
the fiscal needs of the country. These institutions have financed many core 
area projects, especially in the power sector. Their clientle include both 
longterm or shortterm industries.'° The banking division is responsible for 
the formulation of policy and banking service system in the public sector. 
The division is responsible for 28 public sector banks, State Bank of India, 
its seven associate banks and twenty nationalised banks, 196 RRBs in 380 
district in the country.'' 
Institutions set-up for financing and promoting industries 
comprise three all India development banks, namely, Industrial 
Development Bank of India (IDBI), Industrial Financial Corporation of 
India (IFCI) and Industrial Credit and Investment Corporation of India 
(ICICI), three investment institutions, namely. Life Insurance Corporation 
of India (LIC), Unit Trust of India (UTI) and General Insurance Corporation 
of India (GIC), eighteen state financial corporations of India (SCs); and 
twenty six State Industrial Development Corporations (SIDCs). Above all, 
there is the industrial Reconstruction Bank of India which is engaged 
mainly in the rehabilitation of sick industrial units. The IDBI (established 
in 1964) is the principal one and act as an open body. It has larger 
resources than any other financial institution.'^ Apart from the IDBI, the 
National Bank for Agriculture and Rural Development (NABARD) and 
KVIC are also engaged in providing loans for the industries under the 
Composite Loan Scheme.'^ 
Reform in the Indian Financial Sector, 1947-1995 
The evolution of the Indian financial sector in the post-
independence era can be divided into three distinct periods. The first 
period, 1947-68, saw the consolidation of the RBI in its role as the agency 
in charge of the supervision and control of banks. In this period, the Indian 
banking sector operated in a fairly liberal environment. The nationalization 
of 14 commercial banks in 1969 was a turning point in the financial sector 
policies in India. The Reserve Bank of India now began to play a more 
direct and active role with banking policies re-oriented to act 'as an active 
instrument of growth.''* The Reserve Bank of India was set-up on 1st April 
1935 with the enactment of the Reserve Bank of India Act, 1934. Initially 
the bank was not completely state owned. It was only after India attained 
independence that the bank was nationalized on 1 January 1949. Its origin 
can be traced to January 1773, when Warren Hasting, Governor of Bengal, 
placed before the Board of Revenue his scheme for a 'Central Bank of 
Bengal and Bihar'. In 1921, the presidency banks were amalgamated into 
the Imperial Bank but the amalgamated bank was not charged with central 
banking functions. In 1926 the Hilton Young Commission recommended 
the setting up of the Reserve Bank of India..'^ 
The RBI bill was largely modelled on the recommendations of the 
London Committee and was introduced into the Legislative Assembly by 
Finance Member, Sir George Schuster, on September 8, 1933. The bill was 
referred to a joint select committee on September 13, 1933 and after 
modifications was reintroduced in the Legislature in November 1933. The 
bill was passed by the Assembly on December 22, 1933 and received the 
assent of the Governer-General on March 6, 1934 but it took another year 
before the bank was actually inaugurated. It started functioning from 1st 
April, 1935 as a Shareholders' bank with a paid up capital of Rs. 5 crores. 
Each share was of the value of Rs. 100 and was fully paid up. The 
Government of India also transferred securities worth Rs. 5 crores to the 
RBI to form its reserve fund. In 1949, the Reserve Bank was nationalised.'^ 
The Tata Consultancy Service bagged a prestigious project from the RBI 
for the computerization of its Public Debt Office (PDO) and to provide an 
electronic negotiated dealing system for money market instrument.'^ The 
legislation to set-up the Reserve Bank of India was first introduced in 
January 1927.'^ There had been from time to time discussion on ways and 
means of ensuring availability of adequate finance, especially medium and 
long term, for the development of Indian industries and the role of 
commercial bank in the area.'^ However, progress in the direction of 
establishing adequate institutional facilities for industrial finance was made 
only after independence. 
The industries began getting assistance mainly through special 
long-term financing agencies with Reserve Bank of India. The first of these 
institutions, IFCI the Industrial Finance Corporation of India was set-up in 
1948 at Madras.^° The Bank also played an important role in the 
formulation of the proposal, as part of post-war planning, for establishment 
of special institutions for financing of industries.^' The RBI was also 
confronted with the very important task of initiating the deliberate 
promotion of development finance. The Planning Commission too, 
emphasized that the more positive role of the central government bank in a 
planned economy should ensure that finance is made available for 
development activities within the framework of the priorities of Planning 
Commission, the institutional facilities for financing the agriculture 
sector.^^ 
Since the mid-eighties, the RBI has implemented in a phased 
manner several of the key recommendations of the London Committee and 
Joint Select Committee. In the Government securities markets, a scheme 
for T bills of 182 days was introduced in November 1986. The RBI also 
took several steps to develop the money markets. In April 1988, the RBI 
instituted the Discount and Finance House of India (DFHI), to provide 
liquidity to the money markets. In May 1989, as a further step towards the 
libralization of the money markets, the ceiling on the call money rate was 
withdrawn.^^ The Ministry of Finance maintains the necessary supervision 
over the policies and functioning of the RBI.^ ^ Recently, the RBI has 
sanctioned the schemes of amalgamation of the Times Bank Ltd with the 
HDFC Bank Ltd. The scheme came into force with effect from February 
26, 2000. All the branches of the Times Bank Ltd, shall, from February 26, 
2000, function as branches of HDFC Bank Ltd." 
The monetary and credit policy for 2000-01 unveiled by the 
country's apex bank, the Reserve Bank of India (RBI) on April 27, 2000 
centered around three important issues, an assessment of the economy, its 
impact on the people including management of inflation and policies 
relating to foreign exchange and reforms in the key areas of financial 
sector. The Reserve Bank of India also resolved to provide financial 
institutions with the flexibility to fix interest rates on terms, deposits since 
currently the (FIS) have to ensure that the interest rates offered by them do 
not exceed that of State Bank of India.^ ^ 
Recognising that rapid changes engulfing the financial sector, the 
RBI policy has outlined its new concept of'universal banking'. Any financial 
institution that seeks to convert itself into a universal bank would have to 
prepare a transition plan and elicit the open bank's approval as the policy 
has clearly laid down a road map on the eventual conversion of FIS into 
banks. The RBI has also announced that it might selectively relax the 50 per 
cent equity cap on the commercial banks in the insurance joint venture. The 
50 per cent equity holding will be subject to the Insurance Regulatory and 
Development Authority (IRDA) Act, which stipulates a dilution of equity 
by the promoters to 26 per cent at the end of ten years.^^ The economy on 
the whole is marching towards progress. The trade deficit however, has 
increased to US $ 1.027 billion against $ 0.757 last year.^ ^ The RBI 
performs several developmental and promotional functions such as 
promoting banking habits, expanding banking facilities to rural areas and 
has established new financial agencies, such as Deposit Guarantee and 
Credit Insurance Corporation, NABARD, Export Import Bank (EXIM), Unit 
Trust of India etc.^^ 
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Industrial Development Bank of India (IDBI) 
The Industrial Development Bank of India (IDBI) was established 
in July 1964, as a wholly owned subsidiary of the Reserve Bank of India 
(RBI) in terms of the Industrial Development Bank of India Act 1964.^ ° It 
was separated from the RBI (i.e. its ownership was transferred from the 
RBI to the Government of India in February 1975. Since then it has been 
operating as the apex financial institution which is responsible for the 
coordination for all financial institutions engaged in financing the 
industrial sector, in accordance with national priorities. As the apex 
financial institution, the IDBI has over the years, also financed other 
institutions by refinancing loans granted by SFCs, SIDCs and commercial 
banks, and by subscription to the share capital and bond issues of other all 
India development banks. Till 1990, the IDBI refinanced loans provided to 
the small scale industries by the SFCs, SIDCs and commercial banks. In 
April 1990, the IDBI set up a subsidiary company called SIDBI to which it 
handed over all operations pertaining to the financing of small-scale 
industries. 
The policy of financial liberalization has resulted in interest rate 
deregulation, and contraction of subsidized and captive sources of funds.^' 
The interest rates of the IDBI (and other all India Development Banks) are 
fixed by the Government. The basic lending rates for direct loans was fixed 
at 14 per cent and the interest rate on refinance of loans was fixed at 10 
per cent with a ceiling on the primary lending rate at 14 per cent. Both 
these rates had remained constant over a long period. 
11 
In August 1990, as a part of the libralization programme, the IDBI 
and other Development Banks (except SIDBI) introduced a two-tier interest 
rate structure. The first tier covered the initial two years of the loan period 
or the implementation period (whichever was shorter of the project, over 
which the interest rate was retained at 14 per cent. The second tier applied 
to the remaining period of the loan over which the interest rate was raised 
to 15 per cent. The interest rate charged by the IDBI on refinanced loan 
was raised to 12 per cent, with the two-tier interest rate system applying to 
the primary lender. The changes in the interest rates applied to new loans 
only and not to outstanding loans. In August 1991, the government 
permitted all term lending institutions to charge interest rates in 
accordance with the perceived risks interest in the projects.-'^ 
In the post-liberalization period, the IDBI has attempted to 
transform itself into a financial institution with a reduced dependence on 
the government for subsidized and captive sources of funds and having a 
diversified field of activity.^ ^ 
IDBI: A Subsidiary of the Reserve Bank 
The IDBI was set up as a wholly owned subsidiary of the Reserve 
Bank with a common Board of Directors for a variety of reasons. The IDBI 
is, in a sense, a lender of the last resort and its role with regard to term 
finance is in some respects akin to that of the Reserve Bank in the field of 
short term finance. Secondly, with the passage of time, the operations of 
the IDBI were expected to assume considerable dimension which would 
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require to be regulated within the framework of proper monetary and credit 
management. Thirdly, the Reserve Bank had, for a long time been helping 
the Central and State Governments in evolving an appropriate structure of 
financial institutions over the years, the Reserve Bank of India has assumed 
a pioneering role as far as developmental activities are concerned. By and 
large, its working is largely free of political interference". '^* 
Promotional Function of the IDBI 
The years 1970-71 and 1971-72 represented a landmark in the 
evolving role and functions of the IDBI. This was the period of 
consolidation as well as exploration as far as its promotional functions are 
concerned. The IDBI was expected to play an active promotional role for 
facilitating a widely diffused process of viable industrialization. This 
function was taken up by the IDBI in 1970 after it attained a degree of 
maturity in the field of development finance. For this purpose, it was 
essential for the IDBI to streamline its organisational and functional 
aspects to meet the requirements of different regions and states of the 
country. To begin with, the IDBI opened three regional offices - one each 
in the Eastern region (Calcutta), Southern region (Tamil Nadu) and the 
Northern region (New Delhi). Another major step related to the 
identification of project ideas in backward areas. The IDBI has been keenly 
aware of the limitations of financial and fiscal incentives in promoting 
industrial development in the backward areas.^ ^ The IDBI has reported that 
a loan of Rs. 24 crores was sanctioned to Jain Studio Ltd in September 
13 
1999 for a project for setting up gateway earth station.^^ (This question 
was raised in the Lok Sabha on May 1, 2000). 
A major institutional development in the sphere of industrial 
finance was the enactment of legislation for the setting up of the Industrial 
Development Bank of India, in 1964. The authorised capital of the IDBI has 
been fixed at Rs. 50 crores, but, with the prior approval of the Government, 
it may be increased to Rs. 100 crore by the RBI.^ ^ The RBI's long-term, 
medium term and short term financial assistance to the IDBI, IFCI and the 
SFCs through subscription, to their share. The performance of the IDBI, a 
wholly owned subsidiary of the Reserve Bank of India has been 
disappointing. The bulk of the financial assistance was sanctioned to 
traditional industries such as cotton textile, cement, paper.^ ^ 
In a bid to maximise return in the investment portfolio of 
coalmines, provident and pension fund, the Industrial Development Bank of 
India, has approached the coalmines company for disposing off its long-
term low yielding government securities. The IDBI had generated close to 
13% returns for the coalmines provident and pension fund during 1998-99. 
The coal mines fund was earlier jointly managed by the Reserve Bank of 
India (RBI) and the Bank of India and the IDBI took it over with effect from 
April 1, 1998. The bank is currently making a strong pitch for larger public 
sector companies - ONGC and NTPC, for management of their provident 
and pension funds.^ ^ The IDBI has introduced a 13.50 percent floating rate 
bond linked to 10 year government papers under its Rs. 1,000 crores Omini 
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Bond Series (OBS) stated to hit the private placement market. During 
1999-2000 the IDBI had sanctioned advances worth Rs. 28,305 crores 
which are likely to exceed in the years to come. The disbursement is likely 
to come down from Rs. 17,059 crore.'*^ The IDBI has opened three more 
branches at Borivali (Mumbai) Jodhpur (Rajasthan) and Gwalior (Madhya 
Pradesh) in August 2001, These new branches will provide wide spectrum 
of services including ATMS.'*' 
Industrial Finance Corporation of India (IFCI) 
The IFCI was established in 1948. The IFCI is the pioneer among 
these institutions. It was established to initiate a new pattern of industrial 
finance in the country different from what existed in the pre-independence 
period. The nature of pre-independence industrial score has been aptly 
summarised by an observer as follows : "In the pre-independence days 
industrial enterpreneurship in India was a close preserve of a few already 
established business houses, as evidenced by the extreme concentration of 
industry in the hands of few managing agents". 
The nationalisation of the RBI and the commencement of the IFCI, 
both in 1948, were the first steps in the new direction. The IFCI was set up 
under the provisions of the IFCI Act, 1948, with a view to provide medium 
and long term credit to industries, especially when accommodation from 
normal financial sources was inappropriate or recourse to the capital 
market was impracticable. The functions of the corporation listed in the 
Act are : (i) guaranteeing loans raised by industrial concerns which are 
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repayable within a period not exceeding 25 years and are floated in the 
public market; (ii) underwriting the issue of stock, shares, bonds or 
debentures by industrial concerns, but to be disposed off within seven 
years'* ;^ (iii) granting loans or advances to or subscribing to debentures of 
industrial concerns repayable within a period not exceeding 25 years; and 
(iv) extending guarantees in respect of deferred payments by importers 
who are able to make such arrangements with foreign manufacturers. 
The Corporation has an authorised capital of Rs. 10 crores divided 
into 20,000 shares of Rs. 5,000 each, only $ 51,000 shares were issued 
initially, but a second series of shares for Rs. 2 crores was issued in 1962. 
This paid up capital was raised to a total of Rs. 8.35 crores in 1964 when 
the IDBI was set up so as to provide to it 50 per cent of the ownership. The 
ownership pattern of the IFCI before the establishment of the IDBI, is 
shown in table I.'*^  
Table 1 : Shareholders of the IFCI 
Class of Shareholders Percentage of shares 
As on 30.6.1964 As on 30.6.1973 
1. Central Government 
2. R.B.I. 
3. Commercial Banks 
4. L.I.C 
5. Co-operative Banks 
6. IDBI 
Total 
20.0 
20.7 
24.3 
25.3 
9.7 
-
lOO.C 
20.0 
22.0 
8.0 
50.0 
100.0 
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In 1970, the IFCI started a new policy of special assistance to 
backward states/areas in the form of reduced interest, and extention in the 
initial grace period for repayment in the case of projects whose costs do 
not exceed Rs. 1 crore. These measures have resulted in some change in 
the regional concentration of assistance, but in 1973 the picture is not very 
different from that of 1963.^ '* The IFCI has decided to enter into a strategic 
alliance with KFW, which is a leading firm of lending financial institutions 
of Germany. The IFCI is India's oldest term lending institution, it has 
decided to raise the Rs. 189.4 crore as tier I capital from KFW. The IFCI 
has played a very important role in the emerging scenario.'*^ The IFCI was 
restructured from a statutory corporation to a company from 1st July, 
J 993 46 jj j^ gg gjgQ decided to settle all defaulting cases which were given 
under government guarantee. Such cases alone contributed Rs. 619.4 crore 
to the institution's Non-Performing Assets (NPA's). 
The IFCI has returned nearly Rs. 600 crore worth of high interest 
bearing debts in its books by February 2000. In some of the cases, the 
interest is as high as 16.5 per cent. These funds were raised from the 
market during 1995-96 period. The IFCI has progressively moved towards 
lowering the cost of debts. The Development Financial Institutions (DFI) 
have been very successful in raising 2-5 year money at an annual interest 
rate of 11-13 per cent. These institutions are now tapping market more 
frequently than approaching the market once in a year. The ICICI has been 
very successful in this regard and IDBI is also following the suit. The IFCI 
is in the process of launching a few short-term product like working capital 
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loans, deposits schemes and other corporate products. It has also been 
decided to provide 50 percent of the fresh sanctions towards short term 
products. IFCI had disbursed close to Rs. 200 crores towards short term 
finance and the target for the fiscal 1999-2000 has been raised at Rs. 500 
crores. The focus of the Corporation in the new millennium has shifted to 
industries like pharma, Biotech, IT, Sugar and infrastructure sectors.^' 
Industrial Credit and Investment Corporation of India (ICICI) 
This is the second largest development bank with diversified areas 
of activity. It is top most financial institution for development for the 
major or large projects industries."** It was established in 1955 as part of 
the efforts to build the financial infrastructure needed for industrial 
development. It was in this spirit that the ICICI was set up as an instrument 
for promoting investment in the private sector."*^ In the establishment of the 
ICICI, an important role was played by the International Bank for 
Reconstruction and Development. The world bank had initially considered 
utilizing the IFCI as its agency for providing foreign exchange assistance to 
industrial concerns in India. However, this idea was given up and a mission 
was sent to India in 1953 "to explore the possibilities of establishing a 
privately owned and operated development corporation to finance expansion 
and modernisation of private industry".^^ 
The central objective of ICICI was to encourage and assist 
industrial investment in the private sector. This was to be accomplished by 
providing long-term and medium term loans in rupees and foreign 
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currencies by equity participation, by underwriting new issues of securities 
and by guaranteeing loans from other private investment sources. The scope 
of operations has been extended recently to include joint sector 
enterprises. The primary objective for which the ICICI makes available 
funds is for the purchase of capital assets in the form of land, building and 
machinery. Though there are no fixed limits on the size of assistance 
granted, ordinarily Rs. 5 lakhs was deemed to be the lower limit for a loan. 
For a long time, the ICICI provided assistance only to limited liability 
companies. Since 1969, however, the Corporation has started providing 
foreign currency loans to proprietary and partnership concerns either 
directly or in association with state financial corporation and banks.^' 
The ICICI, which assists the private sector enterprises by 
providing finance in both rupee and foreign currencies in the form of long 
or medium term loans, etc. gave the less developed state only 8.1 per cent 
of its total assistance. Although 126 projects were assisted in the backward 
districts, a majority of them were located in the more developed states. 
State-wise distribution of financial assistance by the ICICI for the 
backward regions as on March 31, 1972 (as percentage of total) 
State Percentage 
Group A 
Andhra Pradesh 9.1 
Assam 4.1 
Bihar 0.2 
Madhya Pradesh 0.6 
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Orissa 13.5 
Rajasthan 2.7 
Uttar Pradesh 3.9 
Group B 
Gujrat 8.0 
Maharashtra 13.0 
Punjab 0.1 
Tamil Nadu 9.6 
West Bengal 10.7 
Others 
Kerala 1.3 
Mysore 13.0 
Goa 5.8 
Sources : ICCI, Annual Report, 1971-72. 
The Corporation provides finance in the form of long or medium 
term loans or equity participation. It will also sponsor and underwrite new 
issues of shares and securities issued by the private sector. It will also 
provide managerial, technical and administrative advice and assist the 
industries in obtaining managerial technical and administrative service.^^ 
The Tata Engineering, India's second largest manufacturers of cars 
and utility vehicles, has appointed ICICI Ltd. one of India's leading financial 
service provider as a preferred financer for customers buying its range of 
vehicles. The ICICI car loan will be available within Tata Engineering car 
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dealership showrooms." The ICICI is allowed to raise upto Rs. 4,000 
crores by way of bonds with a right to retain over subscription upto Rs. 
4,000 crores in branches over a period of one year.^ '* The ICICI has, for 
example, already put aside Rs. 2,000 crores for this sector, while others 
like the IDBI, Infrastructure Development Finance Corporation (IDFC) and 
Unit Trust of India are expected to follow suit.^ ^ 
The ICICI also offers both online and offline investment 
mechanism. The initiative is in the line with the ICICI strategy to act as a 
virtual university bank - a single source of financial fulfilment.^^ The 
Government proposed to divert its controlling state in public sector 
corporation bank in favour of another leading public sector development 
financial institution ICICI Ltd. It will also help the government in meeting 
its disinvestment target. The move will help ICICI in strengthening its 
network which will be of great advantage.^ ^ 
State Bank of India 
There has been a revolutionary change in the banking industry in 
India since 1951 which marks the beginning of planned economic 
development. On 1st July 1955 the undertaking of the Imperial Bank of 
India was transferred to the new 'State Bank of India'.^ ^ 
The State Bank of India has grown into a giant institution and has 
taken the lead in the banking system of the country. Though, it is the 
function of the Reserve Bank of India to maintain the stability of the 
currency and credit, to regulate the affairs of the other banks and help in 
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the development of banking institutions, the State Bank of India has 
assumed a predominant role. The objective of this major reform of the 
Indian banking system was that the State Bank with its large network of 
branches should provide, directly and indirectly, through provision of 
remittance facilities to co-operative and commercial banks and accelerate 
the banking facilities in the rural areas.^' 
The bank's total advances in India increased from Rs. 99 crores as 
at the end of 1955 to Rs. 1,582 crores as at the end of December 1973. 
The bank's share in the total credit of all scheduled commercial banks 
stood at 23.0 per cent at the end of 1973. The bank has been the major 
fmancer of the public sector in India and has been meeting the credit needs 
of public purposes such as food procurement operations, financing of sick 
cotton mills, etc.^^ Many large industries in the private sector also are 
depending on the State Bank of India for their credit requirements. In 
respect of financing large scale industry both in public and private sectors, 
the important point is how credit supply will be adjusted to the credit needs 
for production. With the emphasis on industrialisation in the country's 
development plans, the State Bank of India, as a premier banking institution, 
started financing the credit needs of the industries in a big way and there 
was a marked shift in its credit policies in favour of industries. 
As the first public sector bank, it has been a pioneer in many 
fields of activity, shifting the focus of commercial banking in the country 
from purely profit making operation to nation-building developmental 
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banking. The bank has thus, been functioning as a pace-setter and pattern-
maker for the Indian banking system.^ ^ 
Small Scale Industries : 
Soon after the State Bank of India was formed, a scheme for 
financing small scale industries was evolved, reflecting the awareness on 
the part of the bank of the weakness common to small scale units which 
necessitated adoption of liberalised norms and procedures.^^ The scope of 
the bank's scheme was extended in 1960 to cover the grant of term loans 
for purchase of fixed assets by small scale units. 
At centres where relatively larger scope for financing small scale 
industries exists, branches are provided with specialised staff to handle the 
work. At each of these centres, a local working group comprising 
representatives of the small industries service institute, co-operative bank 
and the national small industries corporation is functioning. At the end of 
1973, the outstanding advances to small scale industries stood at Rs. 251 
crores.^^ 
Rural Credit : 
Rural credit was generously provided by the State Bank of India. 
In the beginning, these efforts was through co-operative credit societies as 
it was felt that the work in rural areas was the domain of co-operative 
societies and not of commercial banks. In the seventies, Commercial Banks 
were asked to undertake the activity directly and several important steps 
were taken in this direction. For example, the State Bank of India has 
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agricultural development branches and village adoption schemes besides 
the usual bank schemes. An increasing proportion of its loans is being 
diverted now for agricultural development.^^ In view of its enormous 
responsibilities, the State Bank of India has now more than 3,000 branches 
throughout the country and the programme of further expansion continues. 
This policy is equally true of other Commercial Banks, which have also 
considerably expanded the number of their branches in recent years. It is 
imperative to develop banking habit among the rural inhabitants by making 
banking facilities available to them.^ ^ The State Bank of India is, thus, the 
largest public sector bank catering to the requirements of a developmental 
polity. The bank has a massive and unmatched distribution network of 9035 
domestic branches reaching every hook and comer of the country, 51 
foreign offices spread over 30 countries with a fast growing technology.^^ 
Industrial Reconstruction Bank of India (IRBI) : 
This institution was set-up jointly by IDBI, Life Insurance 
Corporation of India and Commercial Banks in 1971, with the main 
objective of creating a specialized institution which concerned itself solely 
with rehabilitation of sick units. It is a much smaller institution compared 
to the major development banks.^ ^ 
The sick units under IRBI assistance 
There were 328 sick units (large and medium) in the IRBI 
portfolio with outstanding amount of Rs. 423.32 crore at the end of March 
1994. Of these 256 units 78% were under nursing. 
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In terms of sick (large and medium) units under IRBI's nursing 
programme, the largest number of the units (43 units) were situated in 
West Bengal followed by Maharashtra (33 units), Gujrat (30 units), U.P. 
(28 units) A.P. (24 units) and Tamil Nadu (19 units). These six states 
accounted for 69% units under nursing programme with outstanding 
advances of Rs. 157.14 crores (71%).^° The Industrial Reconstruction Bank 
of India sanctioned loans amounting to Rs. 425.78 crores during 1993-94 
(April-March) as against Rs. 294.29 crores during 1992-93 (April-
March). The overall financial assistance sanctioned by the Bank during 
1993-94 was Rs. 425.18 crores as against Rs. 294.29 crores during the 
previous years. The total financial assistance sanctioned and disbursed by 
the Bank as at the end of March 1994 stood at Rs. 21,58,67 crores and Rs. 
1476.81 crores respectively, as against Rs. 1785.16 crores and Rs. 
1288.21 crores as at the end of March 1993. 
The industrial units assisted by the Bank cover a fairly wide range 
of industries, which-include food manufacturing industries, cotton and 
textile, Jute, paper and paper products. Rubber products, chemicals and 
pharmaceuticals, fertilizers, cement, basic metals. Iron and steel, metal 
products, machinery (other than electrical), automobiles, wagon and ships 
building, electricity generation etc. etc.^' 
National Bank for Agriculture & Rural Development (NABARD) 
The National Bank for Agriculture And Rural Development 
(NABARD) is the all India level apex Bank set up for agriculture, small 
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scale industries, cottage and village industries, handicrafts and other allied 
economic activities in rural development. The first task of NABARD was 
to bring about the merger of these three constituent units. Agriculture 
Refinance and Development Corporation (ARDC) and Agriculture Credit 
Department and Rural Planning and the Credit Cell of the Reserve Bank of 
India. 
The NABARD was set up on July 12, 1982 with an initial capital 
of Rs. 10 crores which will be shared between the Reserve Bank of India 
and the Union Government. The establishment of the NABARD is a 
milestone in the history of banking institutions in india as it aims at 
meeting the hopes and aspirations of the rural people in general and 
accelerating the pace of development especially of agriculture, rural 
industries and allied activities.^^ The NABARD has set up a Micro Finance 
Development Fund '^^ , for this purpose. Besides, the Rural Infrastructure 
Development Fund (RIDF) managed by NABARD has emerged as a popular 
and effective scheme for financing rural infrastructure projects in the year 
1999. It announced an enhanced allocation of Rs. 3,500 crore from the 
banking sector for RIDFV and extended the repayment period of loan to 7 
years.^^ It also provides 100 percent refinance to bank on their on-lending 
to Self Help Groups (SHGs)/ Voluntary Organisations (VAs)/ Non-
Govemment Organisations (NGOs). A wide variety of support services is 
also extended by NABARD to all agencies involved in the promotion of 
SHGS. 
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To evolve supportive policy and regulatory framework, a High 
Powered Task Force was set up by NABARD. The Task Force Report was 
submitted by NABARD to RBI in October 1999. To give further boost to 
this programme, the NABARD has set up a Micro Finance Development 
Fund (MFDF) with an initial contribution of Rs. 100 crores from the RBI, 
NABARD, banks and others. This fund is provided to micro financing 
institutions for infrastructural support for training and systems 
managements and data building.''^ 
The savings of over Rs. 3.5 million mobilized and distributed as 
loans for income generating activities to more than 5200 members 
(NABARD 97) explain the success of the strategy. The programme was 
then replicated to Malappuram, one of the most backward district from 
199477 Yijg National Bank For Agriculture and Rural Development 
(NABARD) has also shown interest in organising in programmes and 
workshops at different places of the country to popularise banking 
institutions.^^ 
The NABARD has suggested adoptation contractual farming to 
supply raw materials to the agro processing units and provided refinance 
assistance of Rs. 30.85 crore during 1997-98 for agro-processing.^' The 
Rural Infrastructural Development Fund (RIDF) managed by the NABARD 
has emerged as a popular and effective scheme for financing rural 
infrastructure projects. In 1999, the Government has announced an 
enhanced allocation of Rs. 3,500 crores from the banking sector for 
RIDF.^ Q The NABARD has sanctioned Rs. 651.88 crores for rural 
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infrastructure including drinking water schemes and road connectivity in 
14 states. The bank has extended loans worth Rs. 194.57 crore to West 
Bengal and Rs. 182.52 croress to Gujrat.*' 
Life Insurance Corporation of India 
The Lie was set up under the LIC Act 1956 by nationalising 
private insurance companies. It represents the single largest reservoir of 
saving in India. It is the biggest buyer of shares, an important underwriter 
of new issues and also a direct lender.^ ^ The business of LIC has increased 
tremendously, particularly after the nationalization. Other financial 
institutions are also gaining ground with the development of corporative 
spirit and greater diversification of national income.^ ^ It is the biggest 
single investor in long-term securities.*'' 
The Public Sector Bank, the Life Insurance Corporation and the 
Provident Funds together accounts for 85 per cent of the Securities-held by 
the Public, most of these institutions invest in securities only to hold them 
until maturity,*^ The Life Insurance Corporation of India successfully 
spread the message of Life Insurance in the country and has mobilised 
people's saving for nation building activities. The total business of the Life 
Insurance Corporation as on 31 March 1985, amounted to Rs. 44,169 
crores of which individual insurance accounted to Rs. 33,951 crores. After 
nationalisation, the tremendous progress made by Life Insurance 
Corporation is reflected in the fact that during 1985-86 it is an individual 
insurance business of Rs. 7,059.47 crores under 3283 lakh policies,*^ 
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The Lie schemes aim at providing long term financial insurance 
to the families and dependents of individuals in the age group of 18-60 
years. In the event of death of the members, Rs. 20,000 will be payable to 
the nominee. On death due to accident Rs. 50,000 will be payable to the 
nominee. In case of loss of two eyes, or two limbs or one eye and one limb 
in accident, Rs. 50,000 will be payable to the nominee.^^ The Union 
Government on June 2000 announced a group insurance scheme for those 
below the poverty line. Under this scheme the Life Insurance Corporation 
will cover people below the poverty line in the 18-60 age group, group 
consisting 25 or more people will be eligible for the scheme which is 
likely to cost about Rs. 150 crores in the first year. The premium payable 
to insurance companies will be Rs. 200 per annum of which the Centre will 
foot Rs. 100. The cost will be met from the social security fund of the LIC. 
The scheme will provide insurance cover of Rs. 20,000 for natural deaths, 
Rs. 25,000 for partial or permanent disability from accidents, Rs. 50,000 
for deaths or total permanent disability in accidents.*^ The scheme is 
targeted at six crore individuals below the poverty line to be administered 
by the LIC.^ ^ 
Unit Trust of India (U.T.I.) 
The Unit Trust of India (UTI) actually commenced its operations 
from July 1, 1964 with an initial capital of Rs. 5 crores contributed by the 
RBI, the State Bank of India and its subsidiaries, the LIC of India and 
certain other scheduled banks and specified financial institutions. The 
general superintendence, direction and management of the affairs and 
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business of the trust is vested in a Board of Trustees. The Board consists of 
ten trustees including a chairman and an executive trustee both of whom 
are appointed by the Reserve Bank of India. Four of the remaining trustees 
are nominated by the RBI, one each is nominated by the State Bank of India 
and the Life Insurance Corporation of India and the other two are elected to 
represent the rest of the contributing institutions. 
An executive committee consisting of the chairman of the Board 
of Trustees, the executive trustees and two other trustees nominated by the 
R.B.I, have been empowered to deal with all matters within the competence 
of the Board subject to the Board direction of the Ministry. The Trust can 
borrow from the Reserve Bank, other banks and lending institutions. It can 
borrow from the Reserve Bank for a period not exceeding 90 days against 
trust securities. The Trust may, in special circumstances, also borrow from 
the Reserve Bank for a period up to 18 months against its own bonds issued 
for this purpose with the approval and guarantee of the Central 
Goverrmient.^ ^ 
The UTI was established as a public sector investment institution 
for mobilising the savings of the community and channelling them into 
productive corporate investment so as to provide for the growth and 
development of the economy. It has several schemes towards this end. 
Notable among them is the Units Scheme 1964, Mutual Fund, 'Master Gain', 
Master plus, etc.etc.'^ It operates India's largest mutual fund. It offers 
schemes for every section of society. Balanced funds, regular income 
plans, schemes for children, schemes for women, post-retirement schemes. 
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tax saving schemes, sectorial funds, Index fund, liquid funds, gift fund, 
funds for trust and societies equity funds, cater to the requirements of 
different sections. 
The Unit Trust of India's US-64 Unit Scheme found favour with 
the middle class. It started with a big bang but could meet the aspirations 
and hopes of the investors. The Government had to intervene to bring back 
the Scheme to the tracks. It provided the necessary funds to the UTI to 
overcome its difficulties with regard to US-64 so as to gain public 
confidence and regain the credibility of the UTI, Despite ups and downs, it 
still commands the confidence of the investors, although there is a slight 
dent in its image created by the scams. It is time for the political executive 
to ponder over the problems with which the financial institutions in India 
are confronted. There is a need to restructure them as so to make them 
more efficient so that they can compete with the multinationals in the 
market. A businessman's approach in lieu of bureaucratic approach is an 
imperative. The infrastructure services have to be improved. 
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Chapter - 2 
The Ministry of Finance : An 
Assessment of It's Role 
THE MINISTRY OF FINANCE : AN ASSESSMENT OF IT'S ROLE 
The Ministry of Finance is responsible for the financial 
administration of the country. It performs a variety of functions in regard 
to the finances, control over expenditure, financial co-ordination, 
monitoring of taxes etc. etc. It is responsible for the administration of the 
finances of the Union Government and handling of financial matters 
affecting the country as a whole, raising the necessary revenues for carrying 
on the administration and regulating the taxation and borrowing policies of 
the government, administration of problems relating to banking and 
currency and in consultation with the Ministries concerned, arranging the 
proper utilisation of the country's foreign exchange resources, and 
controlling the entire expenditure of the government in cooperation with 
the administrative ministries and departments concerned.' 
The rationale of our financial year (April to March) has been a 
subject of debate ever since it was adopted by the Government of India in 
1860. It is often argued that the existing budget period is responsible for 
the late start of public works. Under the present arrangements, soon after 
the expenditure sanction reach the executing agencies, the mansoon breaks 
in most part of the country, rendering it difficult to undertake construction 
works. 
The objective of financial control is to ensure an effective 
utilisation of the available resources. It is essentially a process where the 
demands are selected with reference to a set pattern of priorities and other 
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circumstances so that the limited and scarce resources could be put to 
optimum use. The process in which such choice is made and the alternatives 
eliminated from the competition zone is essentially administrative in 
nature. The stages that are involved in such an administrative process are; 
determination of policy and objectives, selection of programmes from 
among the different and competing alternatives, formulation of a budget, 
execution of the budget, and review of the budget. 
'Financial Control' as normally used has a large connotation and 
an equally wide application. It comprises the various aspects of assessment 
of resources, coordination of economic policies - including international 
trade and investment of the public funds and control of public expenditure. 
The term as used here is confined to financial control in respect of public 
expenditure may be divided into two categories - (i) control in respect of 
conventional expenditures (Revenue Budget), and (ii) control in respect of 
developmental expenditure (capital Budget). The nature of control 
exercised in both the spheres is by and large the same. But there are certain 
differences between the two in the process of the exercise of control. 
Financial control is an administrative means which comes in handy in all 
these stages and, in fact pervades, through all the stages and in each and 
every sphere of activity, and is therefore of utmost importance as a major 
tool of fiscal management. 
Though the financial control was traditionally confined to the 
Ministry of Finance (The British equivalent is the treasury) only, but 
gradually the administrative departments have also come to be entrusted 
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with certain responsibilities of financial control. Traditionally, the function 
of control of expenditure has been vested in the Ministry of Finance. The 
centralization of this function in the Ministry of Finance was not without 
reasons, nor was it the result of any historical accident. On the contrary, it 
was based on a carefully devised strategy of division of functions. The 
underlying idea being that it is not desirable to entrust the responsibility of 
managing the financial resources to the spending departments. The 
responsibility of control and the need for economy in each transaction may 
be overlooked by the spending departments in their enthusiasm to move 
ahead with their programmes and policies. Therefore, an independent 
department with no direct spending of its own (excepting for the 
management of its own personnel) and charged with the responsibility of 
exercising control to enable the fulfilment of the objectives of Government 
in regard to economy and efficiency, was suggested. For example the Royal 
Commission on Civil Service stated : "on the whole, experience seems to 
show that the tax payer cannot be left to the spending departments, that this 
require the careful consideration of each item of public expenditure in its 
relation to other items and to the available resources of the state, as well as 
the vigilant supervision of some authority not directly concerned in the 
expenditure itself and that such supervision can be most naturally and 
effectively exercised by the department which is raising the revenue 
required".-' It is also necessary that the Finance Minister who is charged 
with the responsibility of raising revenues and filling up the financial 
reservoir should also know the depth and outflow from the reservoir. It has. 
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therefore, come to be the function of the Ministry of Finance not only to 
raise revenues but also to control, authorise and advise in respect of the 
outlfows from the reservoir. The Finance Ministry, in its working as an 
independent agency, acts as an extended arm of the Parliament and ensures 
that the Parliament's wishes are fulfilled by the executive. As Durell stated, 
"the public and the parliament should be satisfied that somewhere or other 
in the Government there is a guarantee for financial order; that there is 
some authority which will watch the progress of expenditure, the 
obligations which the different department are incurring and will give 
timely warning if that expenditure or those obligations are either 
outrunning the revenue provided for the year or engaging the nation too 
deeply in future years''.^ Further, the existence of a separate central 
authority has certain advantages, important among which is the fact that, in 
its functions as an advisor, it brings to bear a detached point of view which 
is based on a system of cold reasoning and still colder facts unlike the 
administrative departments which are carried away in the enthusiasm of 
implementing their policies. In that role it acts as an outside tribunal free 
from external and internal pressure. Lastly, the existence of such an 
independent body help in establishing a perfect administrative order. 
Durell^ has stated that a centralised Finance Department helps in promoting 
a financial order, in securing uniformity of a system and is extremely 
valuable as an instrument which can exercise considerable influence in 
advising the departments as to the organisational and other similar 
questions. It also compels a department to justify its proposals, and acts as 
an impartial critic on the proceeding of the department generally. 
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The Ministry of Finance in India consists of three departments -
Department of Economic Affairs, Department of Expenditure and 
Department of Revenue. The Department of Revenue is responsible for 
raising the revenues while the department of Economic Affairs is 
concerned with the coordination of economic policy and the formulation 
of budget, and the Department of Expenditure deals with expenditure. The 
Department of Expenditure is not an executive agency charged with the 
duties of implementing any scheme, but an independent department without 
any significant spending of its own. 
After 1947, the nomenclature of the Department of Finance was 
changed to the Ministry of Finance. The Ministry is responsible for the 
overall financial administration of the Union Government, analysing the 
economic trends and their impact on the economy. The Ministry functions 
under a Cabinet Minister who is assisted by Minister of State and Deputy 
Ministers. The administrative head of the Ministry is the Finance Secretary 
and there is a full-fledged. Secretary incharge of each department, assisted 
by special secretaries, additional secretaries, deputy secretaries, directors 
and under secretaries. 
Department of Economic Affairs : 
The Department of Economic Affairs is the most important 
department of the Ministry of Finance. Its main function is to prepare the 
budget. It consists of eight main divisions, namely, economic division, 
banking division, insurance division, budget division, capital market and 
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commercial borrowing division, external finance division, currency and 
coinage division and administrative division. 
Economic Division 
The economic division renders expert advise to the Government 
on important issues of economic policy. It monitors economic trends, 
evaluates and appraises current economic policies and advises on policy 
matters and suggests for improvement. Division brings out the Annual 
Economic Survey which is placed before the parliament prior to the 
presentation of the Union budget. The survey provides a picture of the 
economic situation in the country and the trends in different sectors of 
economy - agriculture, industry, import and export, balance of payment etc. 
It also maintains close links with the Reserve Bank of India and the Planning 
Commission. 
Budget Division 
Of all the Divisions, the Budget Division is the most crucial as it 
is here that the budget is formualted and a final shape is given to it. The 
Budget Division of the Department of Economic Affairs of the Ministry is 
entrusted with the responsibility of the preparation for the annual budget 
and supplementary and excess Demands for Grants of the Union 
Government (other than railways) and of States and Union Territories. It is 
responsible for monitoring the fiscal position of the Union Government. 
The responsibility of this division also extends to regulating the 
expenditure of the Government. The Department of Revenue of the Ministry 
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of Finance exercises control in respect of matters relating to all the direct 
and indirect union taxes, through two statutory bodies under it, viz. the 
Central Board of Direct Taxes and the Central Board of Excise and 
Customs. Matters relating to the levy and collection of all direct taxes are 
looked after by the C.B.D.T. whereas those relating to levy and collection 
of customs and Central excise duties fall within the purview of the C.B.E.C. 
Budget Preparation in India : 
According to John R. Bertizel "budget forecasts, in detail, of the 
results of an officially recognized programme of operations based on the 
highest reasonable exception of operating efficiency". H.R. Bruce said, "a 
budget is a financial statement, prepared in advance of the opening of a 
fiscal year, of the estimated revenues and proposed expenditures of the 
given organisation for the ensuing fiscal year". In the words of Herman C. 
Heiser, "budget is an overall blueprint of a comprehensive plan of 
operations and actions, expressed in financial terms". This definition seeks 
to meet the basic requirement of the new look or the modem approach.^^ 
The Union government prepares two budgets, the Railway and the General 
budget. The 'Railway Budget' is concerned with the revenue and expenditure 
of the Ministry of Railways, whereas the 'General Budget' deals with the 
revenue and expenditure of all other ministries, departments and agencies 
of the Central Government. Prior to 1924, there was only one budget which 
incorporated railway finances also, hence, under the separation convention 
of 1924, the railway finances' were separated from the general finances. 
The railway budget is prepared by the Ministry of Railways. The General 
43 
Budget is prepared by the Minister of Finance and is introduced in 
parliament by the Minister for Finance. 
In developing countries, uncertainties in the agricultural sector, 
foreign trade sector and other unforeseen developments at home and abroad 
often necessitate continuous adjustment to the origin plan. The preparation 
of annual plans, therefore provides the much needed flexibility in planning. 
Every budget of the Indian government gives a complete picture of 11 
estimated receipts and expenditure of the government. It presents three 
sets of figures : (a) actual figure for the preceding year, (b) revised 
estimates for the current year, and (c) budget of the current year contains 
"accounts" of the past year as well as budget estimates and revised estimates 
and budget estimates for the current year. 
The budget is an estimate of the resources that will be available 
during the financial year and the objects for which the resources will be 
spent. The budgetary process commences with preparation of budget 
estimates by the Ministry of Finance of the Government of India. The 
preparation of the budget is undertaken as follows : (i) Preparation by the 
disbursing officers; (ii) scrutiny by the heads of the departments; (iii) 
scrutiny by the Accountant General and the administrative departments; (iv) 
scrutiny and review by the Finance Ministry; (v) submission to the cabinet 
for joint consideration.^^ 
The enactment of Budget by Parliament: 
In India, a few days before the presentation of the budget, the 
Finance Minister lays on the table of both the House of Parliament a copy 
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of the economic survey which covers broadly the general situation of the 
economy of the country.^ ^ There will be a general discusison on that day 
and no other discussion take place in the Parliament. The discussion is 
divided in two stages; In the first stage, a general discussion which is 
confined to the speech of the Finance Minister, highlighting economic 
policies takes place. In the second stage, detailed discussions take place on 
the 'Demands for Grants'. The Voting of Demands proceeds by the House of 
the People. There is no discussion on the Budget on the day it is presented 
to parliament. There is only a general discussion on the budget in the Rajya 
Sabha. It does not vote the Demand for Grants. By convention, members of 
the Ruling party do not move cut motions. To these demands three kinds of 
cut motions can be moved by Members. Policy cut motion, Economy cut, 
Token cut. 
The Appropriation Bill show the provisions made under each grant 
through the original grant and supplementary grant. The Appropriation Bill 
includes all the grants for the year whether votable or nonvotable. The 
figures of appropriation accounts are the gross figures of provision and 
expenditure. These figures are, therefore, tallied with the figures of 
expenditure in the final accounts. A Finance Bill deals with the imposition, 
abolition, remission or regulation of taxes for a given financial year and it 
has to be dealt with and passed by Parliament, before the proposals therein 
could be enforced. 
The Budget in India is divided into two parts, that is, the revenue 
budget and capital budget. The revenue budget deals with the receipts fi-om 
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taxation, public enterprise etc. The capital budget is the statement of all 
capital expenditure and capital receipts with include market loans, external 
aid. When the budget is prepared and presented by the Minister for Finance 
before the Parliament, there is a general discussion on it. The demands of 
various Ministries are voted and this occasion is utilised for a discussion 
on the working of each ministry or department. 
FINANCIAL CONTROL; 
The control exercised by the Ministry of Finance, particularly by 
its Department of Expenditure, can be divided into three parts : control 
exercised during the preparation of the Budget, control exercised during 
the execution of the Budget and control on miscellaneous matters. 
Control in respect of Policy 
The pattern of expenditure and the quantum of expenditures of 
any Government depends on the policies and objectives of the Government. 
The policies and objectives in their turn are the results of the inter-
relations between the social, economic, and other objecives and are 
expected to reflect the needs and requirements of a community. In the 
process of choosing and formulating policies, it is the concern of the 
Department of Expenditure to ensure that the implementation of the 
policies so chosen will not result in a heavy drain on the resources of the 
country and that they are economically feasible and justifiable. The 
Department of Expenditure has to know the financial implications of every 
policy, so that in the light of its finding, the total expenditure during a year 
could be determined. 
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All major policies are decided by the cabinet. Before 
independence they were decided by the Viceroy's Executive Council. The 
Council included the Finance Member who was responsible for the 
deployment of all financial resources. But no policy can be decided upon 
just at the spur of the momemt, and no Finance Member can be forced 
togive on the spot decision in such matters since they require careful 
consideration. With a view to enable such a careful consideration, it was 
provided in the Rules of Business of the Council (in the past) that no 
subject of a case which concerns more than one department could be 
decided upon withou the specific concurrence of those departments and 
failing such concurrence, the decision rested with the Council. Another 
rule provided that no proposal affecting any subject which belonged to the 
Ministry of Finance shall be brought before the cabinet unless it had been 
referred to and considered by the Ministry of Finance. Yet another rule 
provided that no order which involved (i) an abandonment of revenue or 
expenditure for which no provision has been made in the Appropriation 
Act, (2) any grant of land or assignment of revenue or concession, grant, 
lease or licence of mineral or forest rights or a right to water power or any 
easement and privilege in respect of such concession, or (4) financial 
matters whether there is actual expenditure or not,can be issued without 
getting the previous consent of the Finance Department in the 
administrative organisation.^ 
Thus every proposal that is submitted to the Cabinet and having 
financial implications has to be seen and scrutinised by the Ministry of 
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Finance. The scrutiny exercised by the Ministry of Finance is very broad in 
nature at this stage, and is more concerned with the overall financial 
implications of the proposals and its impact on the expenditures. Not all 
proposals that are submitted to the cabinet may be comprehensive and 
exhaustive in respect of the financial calculations of the policy and to that 
extent the examination of the Finance Department also become 
handicapped. The results of its examinations are communicated to the 
administrative department by the Ministry of Finance. The comments of the 
Finance Ministry are then included in the 'Summary' submitted to the 
cabinet by the administrative ministry.^ The cabinet attaches considerable 
weight to the opinion of the Ministry of Finance. The comments of the 
Finance Department (which would have already been approved by the 
Finance Minister) receive proper hearing and personal representation 
through the Finance Minister. The Cabinet as a body may not agree with the 
view-point of the Finance Minister, but it deliberates with utmost caution 
and care whenever it is felt necessary to reject the plea of the Finance 
Minister. 
Limitations 
This broad pattern of control has certain limitations and they may 
be considered here. To enable the Finance Department and the cabinet to 
appreciate the proposal of the administrative department in its proper 
perspective and to consider it more objectively, it is essential that the 
financial estimates are worked out more carefiilly. This is all the more 
necessary and significant in the context of a planned economy where 
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adherence to the original estimates of costs and finances in an absolute 
imperative. Subsequent variations in expenditures from the original figures 
submitted by the administrative departments result in a nagation of the 
purpose of control at this stage. The large number of variations in the final 
figures of expenditure in respect of some schemes (Hindustan Steels, 
Dandakararya Schemes, etc.) as compared to the initial estimates would 
appear to indicate that either the initial planning was defective and faulty or 
that there have been some sudden changes in the price level, or some other 
economic factors necessitating changes in the expenditure levels. Where 
the changes are due to the latter cause, there can be little scope for 
comment or criticism. But where the variations are due to the former, it is 
an indication that control at the policy stage is not effective or that the 
figures are given at the stage were not adequate for a detail examination at 
that stage.^ It is not possible to state with precision, either the number of 
cases in which such variations occur or the type of examination devoted to 
these proposals at this stage, for the papers submitted to the cabinet are 
treated as 'Secret' and are not open to the public. Another important 
limitation of the type of control exercised at this stage is in respect of the 
review of policies which had already been approved by the Finance 
Department and the cabinet, and which have since been implemented and 
continued. As the initiative in policy matters rests with the administrative 
Ministry, the review of the effectiveness and the financial implications of 
the policy also rest with that agency. The implications of a continuation of 
a given policy are, however, considered by the Ministry of Finance only 
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when it is presented with the Budget estimates, and no active role is taken 
to examine the existing policies or critically assess them. It was suggested 
by the Estimates Committee in the UK, that is important not only to 
scrutinise new policies, but also to review the new policies, as it is 
uneconomical for a good new policy to be rejected while a less worthy 
policy is allowed to carry on without modifications.lt, therefore, 
recommended that "the Treasury should ensure that established policies 
involving expenditures in the civil field are more systematically reviewed 
in order to satisfy themselves that they should not be modified or even 
abandoned." The implimentation of this suggestion of the committee is, 
however, likely to encounter criticism from the administrative ministries 
as they might consider such a step equivalent to taking away the wind from 
their soils. It can also be argued that such a control on the part of the 
Finance Ministry will trench on the administrtative sphere. While the 
validity of these arguments cannot be denied, it is to be realised that there 
must be an effective follow-up of the policies implemented by 
Government. Whether such a review is to be done by the Administrative 
Ministry or the Finance Ministry. 
Another factor which limits the control exercised by the Ministry 
of Finance and in fact shifts the emphasis of its approach from policy to a 
matter of details, is the existence of a "Five Year Plan".^ The control in 
respect of the policy of plan is suggested by the Planning Commission and 
decided by the National Development Council and the Cabinet. No doubt, 
the Finance Minister is represented in all these three bodies, but in 
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practice, there is a difference between the control exercised in respect of a 
policy which is normal one and a policy in respect of the plan which 
emanates from the Commission and to that extent it 'limits' the sphere of 
control of the Finance Ministry. Notwithstanding these limitations, the 
control at the stage of policy provides an important opportunity to the 
Finance Ministry to makes its presence felt and thereby exercise its 
influence in bringing about economy. 
Review of Estimates 
The second stage of financial control is at the stage of selection 
of schemes and formulation of the Budget. The combination of these two 
stages may be called the phase of 'review of estimates'. If the concern of 
the Ministry of Finance, at the 'policy stage' is to examine the effect of a 
policy on the total expenditure, its concern in the second stage is to obtain 
a "proper balance of expenditure between service, so that greater value 
could not be obtained for the total expenditure by reducing the money 
spent on one service and increasing expenditure on another"'^, and is also 
concerned with the determination of total expenditure on individual 
policies and services. 
The problem of selection of schemes is first encountered by the 
administrative ministries on whom lies the initiative. In October every year, 
the Ministry of Finance issues a circular to all the department of the 
Government to frame its Budget estimates for the next year. The 
preparation of Budget estimates in the departments starts long before the 
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receipt of the circular from the Ministry of Finance, as they have got to 
estimate their own requirements, review the existing commitments and, 
after these two stages, arrive at realistic estimates for the next year. The 
estimates include the new projects that it proposes to take up and are 
computed with due regard to the expanding capacity of the department. In 
framing the Budget estimates, the departments are required to show the 
utmost foresight, though an "exhortation to foresight is not an invitation to 
provide for additional items of expenditure, a preliminary exercise in the 
problem of choice is performed by the administrative departments. 
Assuming that there is no financial ceiling at all, the administrative 
department would, when left to itself, perhaps include all the projects and 
schemes that it can think of, and those it could execute in an year. But the 
fact that the financial resources are limited it narrows the scope of 
activities' and the administrative department will thus have to choose and 
restrict the range of activities to a size that fits into the pattern of the 
utilization of the available resources envisaged by the Ministry of Finance. 
The choices made by the administrative departments are to a very large 
extent based on the objectives of Government policy and the priority 
pattern chosen for public expenditures. The estimates, thus prepared by the 
administrative departments and intended to indicate the programmes of 
expenditures for the next year, are presented to the Department of 
Expenditure for its examination. The scrutiny and examination of all the 
items is not carried out by the Department of Expenditure. There is a 
division of fiicntions, correlated to the classification of estimates between 
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the Departments of Expenditure and the other departments in the matter of 
financial scrutiny. The Budget estimates prepared by the administrative 
ministries are broadly divided into three categories : (i) Standing Charges, 
(ii) Continuing Schemes; and (iii) New Schemes. 
Standing Charges 
The Internal Financial Adviser, who is an officer of the 
administrative ministry, undertakes the initial examination of all the 
estimates. In the process; he ensures that the estimates are properly framed 
and technically sound. The scrutiny exercised by him in respect of the 
standing charges is not of any significance, since the standing charges are 
generally treated as 'fixed' in nature and not subject to variations. However, 
these charges incude some amounts for 'contingencies' also which are 
comparatively more flexible and subject to variation. To consider such 
variations, etc. a periodical review is conducted by the Ministry of Finance, 
and the Internal Financial Adviser, with a view to ensure that the 'permanent 
charges' are not included in the Budget as a matter of routine and that they 
are subjected to a detailed examination to explore the possibilities of 
further economies; and only then they are included in the Budget. 
The Budget estimates so prepared by the administrative ministries 
are referred direct by the Internal Finance Adviser, after the completion of 
their examination, to the Budget Division of the Department of Economic 
Affairs. 11 
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Continuing Charges and New Charges 
The continuing charges are also subjected, in the first instance, to 
a detailed examination by the Internal Financial Adviser. The general 
tendency, however, is to review the continuing expenditure only when there 
have been considerable variations from the previous year's estimates or 
when there is a need for a supplementary grant or a reappropriation. The 
review is made only at the Budget stage and is not followed by any watch 
over the progress, etc. after the Budget is passed.'^ Even at this stage, 
however, there is one factor which should not be overlooked but is often 
overlooked. It is likely that the review may be concentrated on the 
examination of only those estimates which have increased and the 
"possibilities of economies in those which have decreased may be 
neglected". It is important to note that even a static estimate, which has not 
undergone any variation may still merit a close examination as much as a 
rising estimate for an expanding service, for even a static service may be 
susceptible of a reduction. These aspects only emphasise the magnitude of 
the task involved. 
The new schemes intended to be included in the Budget represent 
the new programmes proposed to be taken up for execution by the 
administrative department during the next year. The new schemes so 
proposed are required to be completed in all details and finally approved 
with reference to codal formalities. In submitting such proposals for new 
expenditure, administrative difficulties and delays in the sanctioning 
processes are always borne in mind, and nothing more than what is to be 
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spent during the year is recommended for Budget provision. The 
Department of Expenditure considers these proposals from the point of 
view of the urgency and expediency of that expenditure - whether they are 
required to be expanded in that year, whether the expenditure is of an 
obligatory nature and whether the expenditure are remunerative or not. 
After a consideration of the proposals from these broad principles, the 
Department of Expenditure then examines the technical soundness of the 
estimates, and after such an examination, if it considers fit, it includes 
them in the Budget. However, it becomes necessary at times to include 
without this detailed examination, thereby making the post-Budget work a 
complicated affair. As the Estimates Committee stated in a report on the 
Department of Expenditure : "Since often times schemes are included in 
the Budget without prior scrutiny it becomes necessary for the Ministry of 
Finance to undertake their examination after the Budget has been passed 
and before they are actually executed, so that unless and until expenditure 
sanction is issued with the concurrence of the Ministry of Finance, no part 
of expenditure can be incurred". Delay is often the result of such a 
procedure.'^ 
Limitation of Control 
Though the Department of Expenditure exercise an effective 
control at the stage of reviewing the Budget estimates, yet there are certain 
limitations which circumscribe the exercise of such control. Such of those 
estimate whose policy and the general magnitude is already approved by the 
cabinet and the Planning Commission generally provide little opportunity 
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for the exercise of an effective control^*^i^>^tigia|f ^Milling to schemes 
of this type, which by that stage would already have been scrutinised by the 
Planning Commission, are likely to be near perfect, leaving hardly any 
scope at the Budget review stage. Another factor is the technical nature of 
expenditure. As for example, expenditures on Scientific Research in the 
Ministry of Defence and the purchase of antiques by the National Museum, 
etc. can hardly elicit a realistic appreciation from the Ministry of Finance. 
The Ministry of Finance consists of trained, non-specialist administrators, 
like any other civil department and their best guide, in framing estimates is 
the past expenditure only. But, past expenditure can hardly be a good guide 
in assessing the future requirements in these matters, and to that extent 
there is a subtle difference between the control exercised in other fields 
and these technical matters. In matters of this type the Finance Ministry is 
more or less guided by the administrative ministry, but before it accepts 
the guidance from the latter it makes sure that the explanation given in 
support of the estimates is convincing enough to merit inclusion in the 
Budget. The approach of the Ministry of Finance is essentially a layman's 
approach, but before it agrees to provide for any amount in the Budget, it 
ensures that the 'layman' is convinced. These factors limit the effectiveness 
of financial control. We may now move on to a study of the control 
exercised in the Budget execution process. 
Control during the Execution of the Budget 
After the preparation of the Budget it is submitted to the 
Parliament and after approval by parliament the amounts voted under each 
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Demand are placed at the disposal of the administrative ministries. The 
responsibility for control of expenditure from thereon lies on the 
administrative ministry and each Head of the department, in the process of 
discharging his duties, is aided by an Internal Financial Adviser. The 
responsibility of the Finance Ministry however does not come to a stop 
after alloting the amounts. There are still many matters which require 
frequent consultations with the Ministry of Finance, and it is its 
responsibility to ensure that the amounts are spent properly and in 
accordance with the plan included in the Budget of the administrative 
ministries. The matters that require consultation with the Ministry of 
Finance may broadly be classified into two groups : (1) matters which are 
related to the Budget and (ii) matters which arise out of the existing 
structure of financial powers.''* 
Control over Miscellaneous matters 
The other matters, on which control is exercised, arise in the 
various specified fields of expenditure such as contract, grants-in-aid, 
write-off of losses and waiver of recoveries. 
The general principles of contract are laid down in a set of rules. 
Notewithstanding these standardised rules, consultation with Finance 
Ministry becomes essential depending upon the magnitude of the amounts 
involved in the contract. The control exercised by the Finance Ministry in 
this respect, assumes particular significance in the context of the 
Developmental Plans where a large volume of expenditure is incurred 
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directly by way of contracts or agreements either with the local agencies 
or international agencies. As Durell stated : "Itis the risk of public loss 
where the amount involved is considerable that calls for the intervention of 
the Treasury, for it is important that under such circumstances the 
responsibility should be assured by an outside impartial tribunal". This 
function is performed by the Ministry of Finance.'^ 
Review 
The issues that arise in the course of the execution of the Budget 
and their consideration alone are not adequate to ensure that the 
performance and achievement in the course of execution of the Budget 
were in conformity with the objectives of the Budget. This aspect of 
comparison of the Budget results with the Budget is ensured by a 
systematic review of the progress of each scheme and project included in 
the Budget. The review is two fold : by the Administrative Ministry and by 
the Ministry of Finance. 
Administrative Ministry 
Each ministry is provided with the Internal Financial Adviser. The 
Financial Adviser carries on a quarterly review of the progress of 
expenditure. The objectives of the review are; to gather data which would 
enable a better administrative management; to enable the formulation of 
the next year's. Budget; and to review the performance in monetary terms. 
These objectives are fulfilled through the quarterly expenditure control 
meetings, which the Financial Adviser convenes with the representatives of 
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the ministries to review the expenditure for the preceeding quarter. This 
review is helpful in two ways; in ensuring that remedial administrative 
action is taken wherever necessary in the interests of an efficient 
management of the department and, the occasion provides the basic data 
which is useful in the formation of the next year's Budget. The acheivement 
of the year which come to light during the course of the review indicate the 
strong points and the deficiencies in the current year's Budget and, 
therefore, act as an indication for the next year.^ ^ 
Ministry of Finance 
One of its main functions is to enforce economy in the 
expenditure of the Administrative Departments. It gives guidance to the 
Public Servants in conducting administration in an economical manner. The 
Ministry of Finance has to see that the Administrative Departments do not 
get more funds than they need and that they keep within their grants. It has 
to see that they surrender their saving in good time before the close of the 
year. The spending departments send progress reports to the Ministry of 
Finance which control their activities in the light of that information.''' The 
Ministry of Finance is divided into two Departments; The Department of 
Revenue and Expenditure, and, the Department of Economic Affairs. The 
former deals with treasury control of revenue and expenditure and the latter 
deals with the preparation, execution and review of Budget estimates. It is 
concerned with appropriation accounts and parliamentry financial control. 
It formulates ways and means programme, allocates finance for capital 
expenditure and reviews economic policy from time to time.'^ 
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A Review of the System of Control : 
The criticism levelled against the system from time to time, by 
academicians and administrators alike, are quite general in nature. The 
criticism and suggestions may be classified into two groups: those which 
are related to represent all those approaches include in the term 'Finance 
Mentality' and, those which relate to the reorganisation of the system with 
a view to 'better' the control. 
In so far as the former is concerned, the general feeling, which is 
also widely supported, is that the Ministry of Finance is more conscious of 
the saving in trivial transactions and is detailed in its control in respect of 
the minutiae of each transaction*'; it is also alleged that its policy is one of 
saving 'candle ends' and betrays an attitude of 'cheese-paring' and 'wood-
pecking' and that is motto is 'acceptance of precedent and refusal of risk'. 
These criticisms are not without reason. But it should be recognised that 
these attitudes reveal more of a personal approach than a deliberate policy. 
In their endeavour to put the administrative department on the defence and 
in their attempt to extract a reasonable and convincing justification in 
support of a proposal the Ministry of Finance betray a certain conservative 
attitude and it is also possible that this attitude may dampen the enthusiasm 
of the administrative departments. The control by the Ministry of Finance 
is a delicate affair comparable only to tight-rope walking. An excess in one 
aspect may prove to be a hindrance, and a deficit in another may prove to be 
costly if not catastrophic. As Dean Appleby stated: "the first concern of 
financial administration is frugality. The enthusiasm of those charged with 
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special functions have a high value; to damp them unduly is wastful; not to 
discipline them is to open wide the door to extraragance and imbalance. 
True economy, consequently results from the interaction of the drives of 
enthusiasm with the restraining disciplines of review."^^ But it is difficult 
to draw a hard and fast line in practice specifying that a trek across the 
border with hamper the enthusiasm and that a failure to reach the deadline 
would result in extravagance and imbalance. It is only through a system of 
trial and error and through a process of adjustment and readustment that a 
compromise and a balance can be struck. 
As for the other aspect of the criticism that control is too 
detailed, it may be argued that the absence of a detailed control, at a stage 
when economy is vital, may prove to be quite a handicap. This, however, is 
not to say that detailed control is required. On the contrary it is only to 
indicate the nature of a situation which is devoid of detailed control. 
Former Finance Minister John Mathai observed, that when he was charged 
with this criticism, "he think the control that the Finance Ministry exercise 
even in certain matters of detail has a deterrent effect which is not entirely 
to be disregarded on the whole he think more is to be lost than gained, 
if he issue instructions to the Finance Ministry to relax its present method 
of control."^' Moreover, the control of the Ministry of Finance is remote 
and that the economy it seeks to achieve is gained through the 'cuts' (in 
fringes) it makes at the time of the Budget estimates. The control of the 
Finance Ministry, until 1956, was not based on an intimate understanding 
and realistic appreciation of the problems faced by the administrative 
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ministries, and of the issues presented by it for the approval of the Ministry 
of Finance. Whatever knowledge it had, was derived from the files referred 
to it. A natural consequence of this had been the procedure of making 
suggestions for reduction without verifying the appropriateness of such 
reduction. However, the later experiments in the reorganisation of 
institutional framework of financial advice, brought the officers of the 
Ministry of Finance nearer and hearer the administrative ministry and 
enabled them to have a clear understanding of the proposals even when they 
were in an embryonic stage. Control is based on knowledge and such 
knowledge is based on intimate contacts with the administrative ministries. 
As far as the second criticism that the control is exercised only in fringes, 
it may be argued, that 'cuts' in the Budget estimates are not the only means 
for exercising control. It is only one of the means and supplements the 
control exercised at the other stage. But essentially, the 'cuts' are based on 
the Philosophy that economy has to be found even when the estimates are 
in preparation. 'Economy' has to be 'built' in into the estimates. Another 
criticism is that the consultation with the Finance Ministry involves delay 
as it puts too many queries at too many times, and that the supply of that 
information to meet those queries takes time and that in the process the 
proposal gets bogged down. Such queries may be the result of inadequate 
information supplied on the file or may be result of a personal curiosity on 
the part of the Finance Officer.^ ^ To the extent that it is result of a personal 
curiosity, the remedy lies in the field of personnel management only and 
not in the field of control. 
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Control over Establishment Matter 
The control of the Finance Ministry in respect of establishment 
matters is wide and extensive. The objectives of its control in this field are 
two fold: to secure a uniformity in the conditions of service of the 
Personnel employed in the Government and, to ensure economy in the 
employment of such personnel. 
Towards the fulfilment of the first objective, the Ministry of 
Finance has retained all the control in respect of all the conditions of 
service, such as pay, leave, allowances, pension, etc. With a view to 
maintain a certain uniformity in these aspects, the work relating to these 
matters has been centralised in the 'Establishment Division' of the 
'Department of Expenditure'. The general principles regarding each one of 
the conditions of service are laid down by the Ministry of Finance and 
wherever possible, certain powers are also delegated to the administrative 
ministries. But any change or relaxation or deviation from these rules can 
be made only with the prior concurrence of the Establishment Division of 
the Department of Expenditure. 
It is also the objective of the Ministry of Finance to check the 
growth of the expansion of civil expenditure on persormel. Economy is to 
be secured not only in the operation of schemes and projects but also in 
the maintenance of the administrative personnel at the minimum required 
level. It is, however, a general tendency of administration to expand. With a 
view to check this expansion and to control the rate of expansion, various 
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measures are adopted by the Ministry of Finance. In the early periods of 
the working of the reforms of 1919, the power of creation of posts in the 
entire Government was restricted to the Finance Department only. Any 
department which required the creation of an additional post at any level 
had to approach the Ministry of Finance for approval. Before agreeing to 
such a request the Ministry of Finance weighed the various factors in favour 
of creation of a post and it was only after due deliberation that such a post 
was allowed to be created. These measures were supplemented by the 
regular scrutiny during the review of Budget estimates - when an 
opportunity was presented to review the overall working of the department, 
and secondly, through the specific adhoc enquiries instituted for the 
purpose of bringing about reductions in the number of employees. 
However, with the advent of new responsibilities of the execution of plans, 
etc. tt has become imperative to delegate enhanced financial powers in 
regard to creation of posts. According to the 1958 reforms, the ministries 
were permitted to create any post up to a salary of Rs. 2,500 p.m. subject 
to the observance of certain conditions, without the prior concurrence of 
the Ministry of Finance. Such a delegation of powers implied that the 
Ministry of Finance depended upon the administrative ministries for 
exercising enough of caution in matters of creation of posts. 
But it had (the Ministry of Finance) to see that the posts so 
created have not exceeded the normal requirements. Towards this purpose 
the Ministry of Finance evolved a machinery which could make independent 
surveys of the requirements of personnel of the ministries and submit 
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reports indicating their findings. A separate division was established in the 
Ministry of Finance (known as Economy unit) in 1951 charged with the 
responsibility of examining the staff requirements of the ministries and 
their attached offices. This wing carries out frequent inspections. However, 
this unit was subsequently reorganised into a special reorganisation unit, 
which seeks to achieve economies by changing the methods of work and by 
rationalising the process of work. The review carried on by this unit is 
essentially a post-Budget review and is not functionally connected with the 
Budget review at all. The control exercised in all these matters by the 
Ministry of Finance is also supplemented by the control exercised by the 
administrative ministries.^^ 
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Chapter - 3 
Development Planning in India 
Retrospect and Prospect 
DEVELOPMENT PLANNING IN INDIA : RETROSPECT AND 
PROSPECT 
Poverty, low per capita income, under-development, 
unemployment, prompted the newly established Indian polity to adopt 
economic planning for the development of the country. The idea of 
economic planning can be traced to 1934, when M. Visvesverayya in his 
book 'Planned Economy of India', advocated for planning to increase the 
national income. It was taken up by the Indian National Congress in 1938 
when it formed the National Planning Committee under the chairmanship 
of Jawaharlal Nehru. The Bombay Plan, the People's Plan and Gandhian 
Plan, provided further impetus in the direction of economic planning. After 
independence, a Planning Commission was set up in March 1950 by a 
Cabinet Resolution with the Prime Minister as its ex-officio Chairman to 
formulate five year plans for the economic development of the country. ' 
First Five Year Plan to Eight Five Year Plan 
Since 1950, each plan has marked an important phase in India's 
development. The beginning and the end of a five year plan are regarded as 
vital dates in the national life. Each plan, being at once an appraisal of the 
past, a guide map for action in the future and a reformulation of basic 
national policies in the light of experience and evaluation. Each plan is 
designed to achieve certain major objectives and provide for a scheme of 
investment.^ In the words of Jawarhalal Nehru, "Planning is a continuous 
movement towards desired goals indeed perspective planning is the 
essence of the planning process.... long term planning does not mean 
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planning in terms of five years only, but planning for fifteen years and 
twenty years ahead, keeping in view the broad picture of the social 
structure.^ Economic policy is not made by economists or even politicians, 
but is shaped by economic and political forces. As these forces shift, so 
does economic policy. For India, independence meant transfer of power 
from an alien to the local political class. This class had its economic 
interests but its overriding objective was to control and maintain hold on 
the state. Nehru did not mince words about it. In speech after speech as 
Prime Minister and Chairman of the Planning Commission, he said, that the 
main role of five year plans was to strengthen the nation-state by giving it a 
big role in development. At the same time, it was to seize and hold the 
commanding heights of the economy. But things are different now. The 
state is in retreat everywhere, and power is being transferred from the 
political class to the business class. This is happening in India too. Under 
the garb of liberalisation and globalisation, power is being transferred to 
the business class, first to the Indian business class and through it, to 
foreign business led by multi-nationals.'' 
Planning, in our country therefore becomes all the more 
necessary to ensure orderly progress'. It provides a framework of time and 
space that binds sectors and regions together and relates each year's effort 
to the succeeding years'. Planning lies in proposing bold initiatives to boost 
up the economy. The basic planning tenets of the eight five year plans so 
far have been : growth, modernization, self-reliance and social justice.^ 
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Economic Planning in India : The First Economic landmark after 
Independence 
In India, planning has been introduced at the executive level and 
has no legal basis. K, Santhanam rightly points out, "Planning for purpose 
of economic development practically superseded the federal Constitution 
so far as states were concerned but this supersession was not legal or 
constitutional but was by agreement and consent".^ Since 1950-51, India 
has been engaged in the world's largest and most comprehensive 
experiment in democratic planning. Planning on such a gigantic scale is 
obviously more than an economic process. It is total national effort and 
commitment, which includes political leaders at all levels, the 
administration, and the people of the countiy, as well as those specifically 
entrusted with the task of economic planning and development.^ 
Jawaharlal Nehru in his speech before the Economic Planning 
Conference in 1950, defines planning as, "Integrating and having an overall 
view of the general conditions and then trying to progress all along the 
line. It is a deliberate attempt to promote the well being of the country.^ 
The planning process was started in India in April 1951 with the launching 
of the First Five Year Plan. It was only in December 1952 that the final 
version of the first plan was ready and presented to the nation by the 
Planning Commission, although the plan covered the period from April 
1951 to March 1952. In 1951, we had an economy that had suffered long 
from the effects of cramped or shackled development. In 1951 the country 
was face to face with four major problems : (a) problem of transition to a 
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different economic and social order, (b) problem of employment 
generation, (c) role of foreign investment in relation to development, (d) 
problem of securing the optimum rate of progress.^ On the eve of the First 
Five Year Plan foodgrains were being imported on a large scale, and the 
economy was in the throes of inflationary pressures. The first plan made 
maximum allocation to irrigation and power. The plan's emphasis on 
agriculture production, rural industries and cooperation meant, in effect, 
emphasis on sectors which bore closely on the well-being of large number 
of people.'° In 1951, the political leaders were hopeful that the country 
would rise in economic planning to the same height as it had done in the 
area of freedom movement. ^ ' The plan rised the important questions of 
policy. It considered framing of eocnomic and social policies in different 
fields in a continuous process. It envisaged a substantial rise in employment 
and production and the largest measure of social justice attainable. The 
first plan laid the foundations for achieving the socialist pattern of society, 
based on the values of freedom and democracy, breft of caste, class and 
privilege.'^ 
Five Decades of Planning 
Completing fifty years of chequered career, economic planning in 
India is now poised for facing the challenges of the new millennium. 
Among the various contributions, particular mention may be made of 
'planned economy for India' prepared by M. Visveswarraya, 'Bombay plan' 
prepared by a group of eminent industrialists, 'People's plan' prepared by 
M.N. Rov and the 'Gandhian plan' prepared by Raman Narayan. In 1950, the 
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Planning Commission came into being to usher in a new era of planning 
with the prime objective of assessing the country's material, capital and 
human resources and formulating a "plan for their most effective and 
balanced utilization". Being highly impressed by the success of Soviet five 
year plan during his entourage to Russia in 1927, Nehru was inspired by the 
idea of trying this experiment in his own country. It was only after 
independence that he could initiate steps in this regard and entrust the task 
of evolving a suitable model for the second plan to P.C. Mahalanobis, the 
then Statistical Advisor to the Prime Minister of India.'-^ He did a splendid 
job by evolving a two-sector plan model closely resembling the growth 
model developed by Feldman in Soviet Russia. Mahalanobis emphasised the 
crucial role of large investment in heavy industries at an early stage of 
planned economic development in India. Therefore, the second plan was 
formulated to provide, interalia, considerable stimulus to the growth of 
basic and heavy industries mostly in the public sector. As the apex planning 
body, the Planning Commission, though without executive authority, was 
designed to wield considerable power as the advisory panel in formulating 
and approving the plan proposals and overseeing their implementation. 
It was decided that the Prime Minister should be its chairman who 
would be assisted by a whole time deputy chairman of high calibre as the 
next in command. The first Prime Minister of free India, Jawaharlal Nehru, 
became the first chairman of Planning Commission in 1950. His search for 
a dynamic wholetime deputy chairman resulted in the selection of G.L. 
Mehta, a prominent public figure who combined academic accomplishment 
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with a brilliant business career. The successors of Mehta included a galaxy 
of luminaries such as T.T. Krishnamachari, Ashok Mehta, D.R. Gadgil, D.T. 
Lakdawala, N.D. Tiwari, Y.B. Chavan, Man Mohan Singh, Pamab Mukherjee 
and K.C. Pant. 1* 
First Five Year Plan (1951-1956) 
The First Five Year Plan launched in 1951-52 was a 'ground 
preparing' exercise which gave its primary attention to the achievement of 
economic stability and elimination of shortage of food and basic resources. 
The plan aimed at increasing the rate of investment from 5 per cent to 7 per 
cent of the national income.'^ When the First Five Year Plan was prepared, 
the Planning Commission attempted to present a picture of eocnomic 
growth over a period of about 25 years on certain assumption regarding 
population growth, proportion of increase in national income which would 
be available for investment at each stage, and return of investment. The plan 
had the following objectives : 
(i) to restore the economy which had run down as a result of the war, to 
resist the inflationary pressures that were prevalent, to build up the 
transport system and to ease the food and raw materials position. 
(ii) to initiate measures of social justice on a wide scale, to build up a 
society envisaged by the Constitution. 
(iii) to build up administrative machinery to cope with the massive 
programmes of reconstruction to which the nation is committed.^^ 
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The basic aim was to secure a balanced development in different 
sectors of economy, agriculture on scientific lines, cottage and small scale 
industries, large scale consumer goods industries and capital good 
industries.'^ The plan aimed at raising the standard of living of the people 
and to open out to them opportunities for a richer and more varied life.'^ 
The First Five Year Plan placed emphasis on administrative leadership, 
integrity, machinery to enquire into cases of misconduct on the part of 
persons who hold any office, political or otherwise; efficiency; staffing 
arrangements for management of state industrial enterprises and for dealing 
with matters of economic policies and administration. 
Plan outlay and Allocations of First Five Year Plan 
In the draft outline, owing to the greater urgency of the 
programmes for agriculture and irrigation, the provision made for the 
development of industry in the public sector was insufficient. Village 
industries, small scale industries and handicrafts, whose importance for the 
economy as a whole can scarcely be exaggerated, have been given greater 
emphasis in the plan. The Central Government's plan provides Rs. 15 crores 
for cottage and small scale industries. In the field of social services also, 
the plan has several important programmes. These include a national 
malaria control scheme estimated to cost Rs. 10 crores, increased 
provision for scheduled tribes and scheduled areas and for scheduled castes 
and other backward classes including criminal tribes, a programme for 
industrial housing costing Rs. 49 crores.'^ The first plan was a great 
breakthrough. The rate of growth of GDP at factor cost was 3.6, of per 
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capita income 1.7, saving 10.28 and of investment 10,66 per cent per 
annum.^° The First Five Year Plan was based on the Harrod-Domer model 
and laid emphasis on "fiscal policy aimed at raising domestic saving to the 
degree required by the projected investment levels that result from planned 
income expansion".^' 
The objectives were : 
To increase the agriculture production for the purpose of solving the 
food crisis. 
To reduce inequalities in income. 
To initiate a new pattern of economy, 'Mixed Economy'. Target of the 
plan was 11% increase in national income. 
The outbreak of the Korean war in 1950 and an unusually bad crop 
in 1950-51 had aggravated the situation. In 1951 the country had to import 
4.7 millions tons of foodgrains.^^ 
Second Five Year Plan (1956-1961) 
At the time of the Second Five Year Plan, however, a major change 
was brought about, Indian planners operated on the assumption of a low 
elasticity of export demand accompanied by a system of strict import 
allocation. The Second Five Year Plan, which was heavily influenced by the 
work of Mahalanobis, reflected to a much larger extent the necessity to 
build ahead of demand in the area of capital goods production.^^ The size of 
the second plan was a subject to which much thought was given by the 
Planning Commission. It was first contemplated that in the public sector. 
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the outlay might be of the order of Rs. 4,300 crores. The aggregate size 
had to be increased to at least Rs. 4,800 crores. The increase was due to 
the new emphasis on the development of heavy industries, such as iron, 
steel production, railways etc.^ '* The rapid growth of industries in the 
country commenced effectively with the Second Five Year Plan.^ ^ The net 
investment in the second plan was of the order of Rs. 6,100 crores - Rs. 
3,800 crores in public sector and Rs. 2,300 crores in the private sector.^ ^ 
At 25 per cent increase in the national income, rapid industrialization with 
particular emphasis on development of basic and heavy industries, large 
expansion of employment opportunity to 10 million people. The plan laid 
special stress on fastening industrialization with the aim of strengthening 
the capital base and productive capacity. The plan aimed at increasing the 
rate of investment from about 7 per cent of the national income to 11 per 
cent by 1961.^ 7 
External assistance for the Second Five Year Plan 
In the Second Five Year Plan, we have drawn from our sterling 
balances. These balances declined by Rs. 540 crores over the first three 
years of the plan. This excludes a loan of Rs. 95 crores taken from the IMF. 
We have received in the second plan grants from these countries like the 
U.S.A., USSR, Colombo Plan countries. West Germany, Japan, etc. The 
World Bank has given substantial loans for railways, ports and other 
projects; the Ford Foundation and Rock Feller Foundation have also 
extended help. The assistance from the USA referred to above, includes 
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assistance received under P.L. 480.^ ^ The^G^^aJi,g9^^^v|fre<second plan 
(1956-61) was to attain a socialistic pattern of the society. This could be 
possible only if the benefit of economic development accrued more to the 
relatively less privileged section of society.^ ^ The plan sought to rebuild 
rural India, to lay the foundations of industrial progress, to secure to the 
greatest extent feasible opportunities for the weaker and underprivileged 
section of our people, and to achieve to the greatest extent possible the 
balanced development of all parts of the country. The plan admitted that all 
states had the common cause of eliminating poverty and raising the 
people's standard of living.^° The plan adopted the Marxian (Feldman) 
model as elaborated and trimmed by Mahalanobis. A distinction was made 
between investment for the production of capital goods and investment for 
the production of consumer goods.^' 
In a nutshell, the second plan achieved a 25 per cent rise in 
national income. It emphasized the basic and heavy industries like iron and 
steel, heavy fuel and power, chemicals, heavy engineering, machine-
building, reduction of inequality, and a more even distribution of economic 
power.^ ^ 
Third Five Year Plan (1961-1964) 
During 1960-61 the per capita income was Rs. 330 crores and 
GDP was Rs. 14,500 crore. The third plan sets large objectives and targets 
which constituted a minimum which had to be assumed. They were 
supposed to open the way to a still more intensive endeavour and a deeper 
78 
sense of urgency. The objectives included a 30 per cent increase in national 
income, a rate of investment capable of sustaining this rate, a 17 per cent 
increase in per capita income, self sufficiency in foodgrains and industrial 
raw materials, reduction in prevalent inequality and a more even 
distribution of economic power. The central aim of the third plan was not 
only to make the Indian economy expand rapidly but also to become self-
sufficient and self-generating.^^ The third plan model was the same as that 
in the second plan except that there was in it a clear recognition of the 
definite limits to the fraction of investment that could be allocated to the 
capital goods sectors in as much as the physical composition of the 
investment fund itself determined to a large extent the type of output that 
could be secured.^ "* The draft outline of the Third Five Year Plan published 
in June 1960, keeps in view both our basic social and economic objectives 
and perspective of growth over the next 15 years. The Third plan was being 
formulated with the following aims.^ ^ 
a) To secure an annual increase in national income of over 5 per cent; 
b) To achieve self sufficiency in foodgrains and to increase agricultural 
production to meet the requirements of industry and exports; 
c) To expand basic industries in order to meet the requirements of 
fiirther industrialisation; 
d) To utilize to the fullest possible extent the main power resources of 
the country and to ensure substantial expansion in employment 
opportunities.^^ 
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e) Establish greater equality of opportunity and bring about reduction in 
disparities of income and wealth and more equitable dispersal of 
economic power. The plan sought to increase the national income by 
about 30 per cent from Rs. 14,500 crore in 1960-61 to about Rs. 
19,000 crore by 1965-66 (at 1960-61) and per capital income by 
about 17 per cent from 300 to Rs. 385 during the same period.^^ 
The Fourth Five Year Plan (1969-1974) 
The Fourth Plan sought to avoid inflation, improve people's 
consumption standard, reduce economic and social disparities, to provide 
avenues of employment to all who seek them, and to accelerate the tempo 
of development to ensure quicker progress towards self-reliance. The rate 
was not less than 6 per cent per annum.^ ^ The fmalisation of the fourth plan 
was delayed on account of the situation created by the Indo-Pak war in 
1965, two successive years of severe drought, devaluation of currency, 
general rise in prices. Therefore, three annual plans were formulated 
between 1966 and 1969. The average annual rate of growth envisaged was 
5.7 per cent.^ ^ The objective of national planning in India is not only to 
raise the per capita income but also to ensure that the benefits are evenly 
distributed, that disparities in income and living are not widened but in fact 
narrowed, and that the process of economic development does not lead to 
social tension endangering the fabric of the democratic society.'*^ With its 
predominant thrust on the acceleration of economic growth, it tried to 
reach the target of 5 per cent growth of national income per annum but 
could achieve only 3.4 per cent per annum. In fact, both the third and fourth 
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plan, represented a period of downswing in the growth rate of national 
income.'*^ In the fourth plan the stress was on agriculture.*^ The 
Government of India introduced a national water supply and sanitation 
programme in the social sector way back in 1954. Financial assistance was 
also provided in the Fourth Five Year Plan to carry out identification of the 
Problem Villages (PVs).'*-^  1965-66 and 1966-67 were years of drought and 
near famine. Imports of food grains had to be stepped up during 1966-67. 
Foreign aid became uncertain. The rupee was devalued in 1966. The period 
between 1966 and 1969 was one of plan holiday, since annual plans were 
substituted in place of the five year plan, though with the frame work of the 
draft fourth plan. The period 1976-77 witnessed the introduction of the 
best available agriculture technology in the form of HYVs and multiple 
croping.*** 
During the Fourth Plan, the rate of growth of GDP was 5% of 
population 2.5 and of per capita income 1 (1.1 at 1970-71 price) per cent 
per annum.'*^ The fourth plan (1969-74) aimed at accelerating the tempo of 
development, reducing fluctuation in agriculture production and the impact 
of the uncertainties of foreign aid, and raising the standard of living of the 
people through greater equality and social justice, especially of the less 
privileged section of society. The fourth plan decided to continue the fight 
against poverty and economic and social inequality. Besides, it sought to 
ensure stability of the core items of family consumption.*^ The fourth plan 
aimed at generation of employment awareness. The network of Service 
Centres in rural areas was supposed to open out opportunities for the young 
entrepreneurs.*^ 
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An Imminent Horizon : Agriculture Policy 
Agricultural development in its comprehensive definition is 
central to all strategies for planned socio-economic development of India. 
Agriculture being a state subject will continue to receive the fullest 
attention of the state government and the centre's role is complementary to 
the state's efforts to ensure progress in agriculture and minimise regional 
imbalance. Agricultural production has increased several fold in the last 
four decades, but has brought in its wake uneven development, in both 
research and production, across regions and economic viability of 
agriculture, including horticulture, livestock. Indian agriculture is today 
faced with major challenges which could be summed up as follows.'*^ 
(a) Increasing agriculture production and productivity, to ensure food 
security for the rising population. 
(b) Developing areas of untapped potential, thereby correcting emerging 
imbalance in growth in eastern, hilly, rainfed and drought prone 
regions. 
(c) Meeting challenges of degradation of land and water resources, and 
the emerging ecological imbalance, due to increasing climatic 
pressure on land. 
(d) Diminishing options and lower income levels. 
(e) Addressing to problems of under employment, unemployment and 
malnutrition in rural areas through diversification of agriculture and 
promotion of horticulture, fisheries, dairy, livestock, poultry, etc. 
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(f) Increasing involvement of Non-Governmental Organization (NGOs) in 
agricultural development and village upliftment programmes.'*^ 
Fifth Five Year Plan (1974-1979) 
The Fifth Five Year Plan, had two broad aims, reducing poverty 
and achieving self-reliance. The plan programmes were designed to rise the 
level of consumption of the lowest 30 per cent of the population. It also 
aimed at meeting the foreign exchange requirements, other than debt 
services charges, from the country's own resources.^° The fifth plan was 
projected a target rate of growth of five and a half per cent which is higher 
than the rate of which the economy has grown over the fourth plan. 
Achievement of this objective requires a higher level of investment apart 
from higher level of efficiency. Greater emphasis on self-reliance implies 
that a higher level of saving has to be generated domestically to correspond 
to the required level of investment.^' The fifth plan aimed at controlling 
inflation and stablising economic situation. After covering four years of 
implementation this plan came to an abrupt halt, and a fresh plan with new 
priorities and programmes was launched. 
By achieving an annual growth rate of 5.2 per cent the plan started 
on confident note towards steady rise in the growth rate.^^ The annual rate 
of growth of GDP was 5 and 5.2 at 1970-71 prices and of per cent income 
2.7 to 2.9 at 1970-71 per cent." 
Sixth Five Year Plan (1980-85) 
Its principal objectives were : (a) significant steep in the rate of 
growth of the economy, (b) achievement of economic and technology of 
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self-reliance, (c) progressive reduction in poverty and unemployment, (d) 
speedy development of indigenous sources of energy, (e) minimum needs 
programme to improve the quality of life of the people, especially of the 
economically and socially backward sections, (f) checking population 
growth,^ '* The sixth plan largely focused on the eradication of poverty. The 
strategy was essentially to strengthen the infrastructure of both agriculture 
and industry so as to create conditions for a sustained and accelerated 
growth in investment output and exports.^^ The major thrust of the sixth 
plan included poverty allevation, development of infrastructure and 
expansion of investment and employment outlets. By fully achieving the 
target of 5.2 per cent annual growth rate this plan showed an encouraging 
prospect of reaching a higher growth tragectory.^^ 
Understanding Poverty and Unemployment 
Poverty and unemployment are the biggest challenges to 
development administration in India. The draft five year plan 1978-83 has 
rightly emphasized that the principal objective of planning should be 
defined as achieving within a period of 10 years; removal of unemployment 
and significant under-employment; an appreciable rise in the standard of 
living of the poorest sections of population; provision by the state of some 
of the basic needs of the people in these income groups, like clean drinking 
water, adult literacy, elementry education, health care, etc.^' 
Much has been written on poverty and its alleviation. There has 
been a considerable debate in India since the initiation of economic 
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reforms in July 1991 about their possible impact on the poor.^ ^ Since 
independence the proportion of the population living in poverty has reduced 
substantially but remains high. Prior to the mid 1970s the proportion below 
the poverty line remained fairly static at about 55% between 1975 and 
1987 there was a steady decline to 38% coinciding with an increase in the 
economic growth rate 4% to 5% a year and strong rural growth. Although 
India has made significant progress in reducing poverty over the last two 
decades, the incidence of poverty is still much higher than in most other 
regions of the world, except far part of sub-Saharan Africa. Countries in 
East Asia, including China, have had considerably success in reducing 
poverty, despite having comparable levels of poverty in the 1960s and 
1970s (around 605 below the $1 per day poverty line). The challenges for 
India will be to emulate the success of East Asian countries and reduce 
poverty much further.^ ^ 
Impact of Poverty 
A.R. Bandyopadhyay devoted considerable attention to the 
structural programmes and its impact on poverty. The New Economic 
Policy emphasised the need for increasing the productivity in the economy. 
At the same time, it does not provide for enough safety for large sections 
of the rural poor. The New Economic Policy suggest that the benefit of 
economic reforms would reach the poor,^° The Government of India 
recognized and began attending to the problem of poverty, both institutional 
and economic, almost from its inception and that at present there are in the 
field a vide variety of specific antipoverty programmes. All of them have 
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fulfilled their annual targets. They do not make an impact on poverty. One 
reason, is that the specific antipoverty programmes are only less than ten 
years in the field and that it must take sometime for the results to show.^ ^ 
The other and the more important reason is that the size of these 
programmes is too small in relation to the size of the programme they are 
meant to tackle. In table given below the outlay on the antipoverty 
programme is shown during the sixth plan.^ ^ 
Table 3.1: Outlay on antipoverty programmes during the sixth plan 
(1980-85) 
Programmes Outlay 
(Rs. million) 
Integrated Rural Development Programme 15,000 
National Rural Employment Programme 18,000 
Rural landless Employment Guarantee Programme 4,000 
Total 37,000 " 
The Scenario : 1983 
One of the major objectives of planning is to reduce poverty and 
unemployment. The draft five year plan (1978-83) has specifically 
mentioned the removal of unemployment and significant under-employment 
within a period often years as one of the primary objectives.^^ As already 
mentioned, in 1978 the estimated backlog of unemployment was 19.5 
millions. During the sixth plan (1978-83) industrial growth registers an 
increase of 5 per cent per annum, employment in the organized sector will 
increase by 5 million leaving as many as 48 million (53 minus 5) of 
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employment generation in the unorganised sector.^' In the pre and post 
green revolution period, public sector provided jobs to the graduates 
coming out from the universities but during eighties and nineties of the last 
century the employment scenario in the above sector was grim.^ ^ However, 
cooperative and private sectors provided some relief to the job seekers.^^ 
Higher incidence of unemployment amongst casual labour 
Poverty and unemployment are twins which cannot be separated. 
Besides, with the continuing high rate of population growth coupled with 
limited availability of additional land, the proportion of landless labourers 
in the labour force is bound to grow.^ ^ Since independence, India has 
secured many notable social and economic achievements including the near 
eradication of famine, a reduction in population growth and magnitude of 
poverty. But India still remain one of the most protected economies in the 
world.^' But unemployment in India is at 4.8 per cent which may seem 
lower as compared to jobless figures in many developed countries - there 
is widespread underemployment. Unemployment is now a serious problem 
because the economy is not growing fast enough.''" 
Seventh Five Year Plan (1985-1990) 
The investment programmes and the policy at initiatives for the 
seventh and subsequent plans must be related to the goals that the nation 
has for the year 2000, as it steps into the 21st century. In more concrete 
terms this means the elimination of poverty and creating condition of near 
full employment, the satisfaction of the basic needs of the people in terms 
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of food, clothing and shelter, attainment of universal elementary education, 
and access to health facilities.^' The attainment of these goals requires : 
action to sustain and enhance the momentum of economic expension and 
technological development; adoption of effective, promotional measures 
to raise the productivity and incomes of the poorer section of the 
population, poorer regions and poorer states; and measures for bringing 
about a sharp reduction in the rate of population growth. 
Plan outlay and Allocations : 
In the Indian economy, the growth in the national income has 
largely been determined by the trends in agriculture production.'^ The 
poverty abolition (Garibi Hatao) objective secured a place of pride in the 
seventh plan. The plan indicated that in 1983-84, the percentage of 
population below poverty line in rural areas and all India total were lower 
(40.4, 28.1 and 37.4 per cent respectively) than what they had been in 
1977-78.'^ The seventh plan sets a target of 5 per cent per annum rate of 
growth and assumed the Incremental Capital Output Ratio (ICOR) to be 
around 5:1. During the seventh plan the anti-poverty programmes were 
restructured on the basis of the experience gained during the sixth plan. 
During the post-green revolution period, 1967-68 to 1987-88, agriculture 
grew at the rate of around 2.60 per cent per annum. The compound growth 
rate of agriculture during 1949-50 to 1987-88 was 2.65 per cent per 
annum.'^ India's Seventh Five Year Plan covering the period, April 1985-
March 1990, aims at achieving an annual growth rate of 5 per cent. The 
growth rate of agriculture output is expected to be around 4 per cent and 
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that of industrial production 8.3 per cent. The plan projects a current 
account deficit of $ 16.8 billion at 1984-85 prices and exchange rates.^^ 
Eighth Five Year Plan (1992-1997) 
The Eighth Five Year Plan aimed at raising the standard of the 
living of the people and also opening out to them new opportunities for a 
richer and more varied life. The death and birth rates have declined literacy 
has improved, educational base widened. The public sector investment of 
the order envisaged in the eighth plan requires that the dissavings of the 
government must come down sharply. Improve fiscal management, leading 
to the generation of more saving by government, is one of the basic 
promises underlying the financial pattern of public sector investment in the 
eighth plan.^ ^ The plan also emphasized evaluation of plan programme and 
projects. It points out that "feedback through evaluation result is an 
important requirement for assessing the performance, comparing the 
intended with the actual operations.^' During the eighth plan, an area of 28 
lakhs was targetted to be covered with an allocation of Rs. 1100 crores. A 
new scheme, "application of remote sensing technology for social survey 
and land use planning" was launched during the plan period.'^ Programmes 
of child survival and safe motherhood were also launched in collaboration 
with World Bank and UNICEF.'^ ^ During the plan period the public sector is 
to become selective in its coverage, which would be focussing on the 
strategic, high technology and essential infrastructure. In a way, it paved 
way for the New Economic Policy.^ ^ 
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Ninth Plan (1997-2002) 
The Ninth Plan envisaged a growth rate of 7 per cent, but some 
unforeseen circumstances created impediments. In 1997-98, the growth 
rate plummeted to 5 per cent. Subsequently, more disturbing factors like 
political instability, kargil conflict (1999) and oil price hike (2000) 
inhibited progress so much so that the achievement of the revised target of 
6.5 per cent appeared to be very doubtful. However, a revival of growth rate 
which touched the level of 6.4 per cent in 1999-2000 reflected some 
resilience of the economy. The revised public investment target of Rs. 
270400 crores fixed for the last two years of the ninth plan (aiming at the 
growth target of 7 per cent) looks a bit ambitious (vide mid term appraisal 
of Ninth Five Year Plan 1997-2002, Planning Commission); but all the 
same it may be well within reach by exploiting successfully the yield 
potential of taxation, borrowing and lEBR (Internal and Extra Budgetry 
Resources).*' The ninth plan aimed at providing telephone on demand, 
achieving universal convergences, and ensuring the world standard services, 
and emerging as a measure manufacturing base for telecom equipments and 
their exports. Rural connectivity had also been an important goal for Ninth 
Five Year Plan.*^ The plan earmarked 13 per cent of GDP to be invested on 
telecommunication infrastructure. In 1989, the Tele-Com Research Centre 
(TRC) formulated some guidelines for rural telecom sector with plans to 
make available a phone line in every village by 1999. With the opening of 
the economy in 1991 the requirement for telecommunication services 
changed rapidly and the plans were redrafted in 1994 under the caption 
national policy.*^ 
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The Approach Paper on the Ninth Five Year Plan (1997-2002) : 
The Common Minimum Programme (CMP), announced in June 
1996, by the United Front Government at the Centre forms the king-pin of 
the development strategy of the ninth plan because it represents a 
consensus that binds and cements into a coalition of 13 to 14 political 
parties which have their nominees in the government, supported from 
outside by the Congress party.^ '* The coalition agreed on July 4-5, 1996 to 
make an all out effort for the provision of the basic minimum services, 
such as safe drinking water, primary health services, public housing 
assistance to the shelterless families, mid-day meal, connectivity to all 
unconnected villages. During the ninth plan, the GDP is stipulated to grow 
at an average annual rate of 7 per cent, as compared to 5.9 per cent (at 
market) during the eighth plan.^ ^ The Planning Commission is reported to 
have suggested earlier a 7 per cent growth scenario on the assumption 
that: 
(1) rate of investment would grow from 26.2 per cent to 28.6 per cent of 
the GDP 
(2) The ICOR would come down from 4.24 to 4.08 per cent. 
(3) Domestic saving would grow at the rate of 26 per cent. 
(4) Fiscal deficit would come down to 4 per cent.^ ^ 
Highlights of the Tenth Plan approved by the Planning Commission 
on 5 October 2002 
* Annual 8 per cent GDP growth during 2002-07. 
* Annual FDI flows of US $ 7.5 billion 
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* Disinvestment target of Rs. 78,000 crores in 5 years 
* 50 millions jobs in five years. 
* Reduction in poverty ratio to 21 per cent from 26 per cent by 2007. 
* Literacy rate to increase to 75 per cent by 2007. 
* Infant mortality rate to be reduced to 45 in 2007. 
* Maternal mortality ratio to be halved to 2 in 2007.^ "^  
Mixed Economy in India 
In a mixed economy, the government has a positive role to play in 
the field of economic activity. Some industries may be completely state 
owned, and some may be jointly owned and managed by the state and private 
enterprises. In developing countries with mixed economies, there are many 
areas of activity in which both public and private enterprises co-exist and 
face competition. Gone are the days of exclusive capitalism and socialism. 
The market today is dominated by 'Mixed Economy' or the middle of the 
road, which neither wholly capitalist nor wholly socialist, on the other hand 
it is the mixture of two. It accomodates both public and private sectors. The 
public sector stands for the socialistic element in the economy and the 
private sector for the free enterprises element in it. Most countries of 
western Europe have also, in recent years, been moving towards the mixed 
economy. This trend has been all the more pronounced in the case of under 
developed countries like India.'* 
Public Sector Policy 
The Industrial Policy Resolution of 1956 gave the public sector a 
strategic role in the Indian economy, massive investment to the tune of Rs. 
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1,13,234 crores have been made for 246 central public sector enterprises 
by the end of March 1991. In the past four decades, the public sector has 
played a commanding role in the economy.*' The Indian economy has been 
passing through liberalization on globalised norms, since July 1991. Now 
the economic liberalization has already entered into its second phase of 
progress in Indian economy. The economic liberalization aims at improving 
the sectoral and overall growth of Indian economy with the help of efficient 
and effective mobilization of resources both in domestic and international 
markets. In the process of economic liberalization, the private enterprises 
and public sector undertakings are affected directly but the cooperative 
sector is indirectly affected.'^ 
Coming to the Mixed Economy, it has the advantages of both 
public and private sectors and seek to eliminate the evils of both. It 
recognises; co-existence of the public and private sectors, role of price 
system and Government directives. Government regulation and control of 
private sector, protection of labour, reduction of economic inequalities and 
control of monopoly. In a mixed economy, pursuing planned economic 
development, fiscal policy plays a central and multidimensional role.'^ 
Restructuring of Indian Economy 
Industrial Policy Resolution (the 6th April, 1948) 
There was well-defined industrial policy before 1947. In Indian 
economy, both the public and private sector were in operation. The 
foundation of mixed economy in India was laid by the Industrial Policy 
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Resolution of 1948 which was slightly modified in 1956.^ ^ The Industrial 
policy Resolution of April, 1948 was primarily meant for large industries, 
but it also laid down that 'cottage and small scale industries have a very 
crucial and important role in the national economy. It also suggested that 
cottage and small scale industries are "particularly suited for the better 
utilization of local reosurces and for the achievement of local self 
sufficiency in respect of certain types of essential consumer goods like, 
food, cloth, agricultural implements etc". The resolution being the first 
official announcement of government policy aimed to achieve much 
without outlining any broad line of approach except that in certain fields 
more reliance would be placed on cottage and small scale industries.^^ The 
Industrial Policy Resolution of (1948) had a mixed reaction. There were 
some who welcomed it as a great advance towards the socialistic pattern of 
the society. They found in it seeds of increasing interference by the state 
to curb the expansion of capitalism in the country. On the contrary, the 
leading industrialists attacked the policy as 'one sided' and strongly biased 
against private enterprises. Their contention was that private enterprise had 
contributed a great deal to the industrial development of the country.^ '* The 
1948 Industrial Policy Resolution emphasised the need for carefully 
regulating as well as inviting foreign capital. In the earlier years of planning 
foreign capital was looked upon as a means to supplementing domestic 
investment. In a formal pronouncement on April 6, 1949, Nehru, the then 
Prime Minister of India, enunciated a (liberalised) policy towards private 
foreign capital. In short, the statement on private foreign capital was as 
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follows : 
1. On admission foreign capital would be treated at par with indigenous 
capital - it would receive national treatment'. 
2. Facilities would be given for the transmission of profit on foreign 
capital.^^ 
3. Major ownership and control would vest in Indians. 
4. ^ Foreign firms could be acquired only on payment of a fair and 
equitable compensation. 
5. On merit, control too could vest in a foreign firm for a limited period. 
In brief, the aim of the new policy was a continuous increase in 
production and rapid rise in the living standard of the people by increasing 
production. These industries were open to the private sector.^^ 
Industrial Policy Resolution (30 April, 1956) 
The IPR of 1956 was adopted on April 30, 1956 replacing the 
earlier one aiming at accelerating the rate of industrialisation and economic 
growth, development heavy and machine making industries; building up a 
large and growing public sector; reducing disparities in income and wealth; 
and preventing monopolies and concentration of economic power. 
The attainment of these objectives will provide gainful 
employment, and improve the standard of living and working conditions of 
the people.^' According to the Policy Resolution, industries have been 
divided into three categories.There are 17 industries in first category. 
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which are the exclusive reponsibility of the govenrment of the state. The 
establishment of new enterprises in this category is the responsibility of 
state, railways, air transport, arms and ammunition and atomic energy will 
be developed as state monopolies. In the second category, there are 12 
industries which will be progressively state owned. At the same time, 
private enterprise will also have the opportunity to develop either on its 
own or with state participation. The remaining industries fell under the 
third category where development of such industries is left to the initiative 
and enterprise of the private sector. But it will be open to the state to start 
any industry even in this category.^^ The Resolution emphasised the 
significance to the economy of securing a continuous increase in 
production and its equitable distribution, and pointed out that the state must 
play a progressively active role in the development of industries. It laid 
down that besides arms and ammunition, atomic energy of the Central 
Government, the state would be exclusively responsible for the 
establishment of new undertakings in six basic industries except where, in 
the national interest, the state itself found it necessary to secure the co-
operation of private enterprises. Five decades have passed since the 
declaration on industrial policy, but very little progress was made in this 
direction. However, the Industrial Policy Resolution of 1956 was a definite 
improvement over that of 1948. Both the policies laid down increasing 
responsibility and participation of the Government in the country's 
industrialisation.^^ While the 1948 Resolution envisaged an increasingly 
active role for the public sector, the 1956 policy assumed a direct 
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responsibility for the future development of industries over a wide area, 
the 1948 policy established three government monopolies; manufacture of 
arms and ammunation, production and control of atomic energy. The 1956 
policy was more clear so far as the private sector was concerned. 
In the 1948 Resolution, there was an overall programme to 
nationalize private industries falling within the public sector. The 1956 
policy promised to private industries 'as much freedom as was consistent 
with the target and objective of the national plan.'^^ The Industrial Policy 
Resolution of 1956 gave the public sector a strategic role in the Indian 
economy, massive investments to the tune of Rs. 1,13,234 crore have been 
made for 246 Central Public Sector Enterprises by the end of March 1991. 
In the past four decades the Publisc Sector has played a decisive role in the 
economy. ^ °' 
Second Re-Stracturing of the Indian Economy : 
New Economic Policy (1991-92) 
The New Economic Policy which was initiated in the country in 
the middle of 1991 is an amalgam of several policy statements and 
measures, relating to devaluation, industrial policy, commerce and trade 
policy, banking policy, budgeting policy, etc. These steps constitute a 
package deal - devaluation, liberalisation, deragulation, privatisation, 
marketisation, globalisaiton, and so forth.'^^ In the words of A.R. 
Bandyopadhyay, the New Economic Policy has three main components, 
liberalisation, globalisation and privatisation, aiming at creating a more 
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competitive environment in the domestic economy.'^ ^ The New Economic 
Policy opened up new avenues for the establishment and development of 
industries. The delicensing and deregulation of industries was a welcome 
sign. The new economic policy comprises many policy measures and 
changes introduced since July 1991. There is a common thread running 
through all these measures.^ '^^  The objective is simple and that is to 
improve the efficiency of the system. The thrust of the new economic 
policy is toward creating a more competitive environment in the economy 
as a means to improving the productivity and efficiency of the system. The 
private sector is being given a larger space to operate in as some of the 
areas reserved exclusively for the public sector are also now allowed to the 
private sector.'^^ The policy of liberalization and globalization provided a 
holistic angle to the economic structure in the country. In sum, it is a 
welcome departure from the previous regulatory regime.'°^ 
The public sector continued to play an important role in the core 
sector of the economy upto the end of the seventh plan period. It was as 
early as in 1975 that liberalisation with respect to industrial policy 
began.'°' The 1980 industrial policy conceived of an economic federalism 
and advocated adoptation of a pragmatic approach.'®* The industrial policy 
was further liberalised in 1982. However, some economists fear that 
political greed may prove the greatest enemy of the new economic policy. 
Other economists think that the pace of reforms has become a hostage to 
political uncertainty. According to them, the reforms programme would be 
successful only if it is politically feasible.'®^ Despite the criticism the 
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NEP did make some radical changes in the field of trade, foreign 
investment, exchange rate, industry, fiscal affairs, etc. It succeeded in 
promoting liberalisation, privatisation of the public sector, globalisation, 
and market friendly state. The thrust of the policy is the freedom for the 
entrepreneur to enter any industry/trade/business. The approvals for any 
new venture including any change in the existing venture are almost 
automatic. Licenses are no longer needed to start a business as has been 
the case so far. The capital market too have been freed and opened to the 
private enterprises seeking capital. A new company can now be floated with 
new issue of shares/debentures etc. without seeking the permission of the 
Government. In case imported equipment is needed for an industry, the 
entrepreneur need not approach the government for foreign exchange or 
seek import licence.''° 
The private enterprises were given a boost out of the 17 industries 
reserved for the public sector, 11 have been thrown open to the private 
sector.''^ One reason for this shift is the dismal performance of the public 
sector to usher in dynamism in the economic arena. On the contrary, the 
state had to incur loses on account of the public sector, which is evident 
from the fact that even some of the public sector undertakings have also 
been privatised. The NEP seeks to introduce a blend of domestic economy 
and world economy. Devaluation of the rupee in July 1991 was intended to 
do away with the artificially controlled overvalued exchange rate of the 
rupee, and to bring it down to realistic level in terms of the domestic price 
level and the world price level. The removal of licensing of a large number 
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of import items has also liberalised the economy to a large extent. The role 
of the state is confined to selected non-market areas, and to ensure smoth 
functioning of the market economy and accordingly the five year plans 
were adjusted to the new scenario to make the private sector more capable 
and resourceful.''' The realisation of the ineffectiveness of the public 
sector and promoting economic growth is writ large on the powers that be. 
Despite best human resources available to the public sector, its functioning 
was punctuated by bureaucratic hurdles, political interference and lack of 
commitment. 
The public sector in India was launched with lot of vigour after 
independence to undertake rapid economic development in the country. 
They remained major instruments of development for more than four 
decades, after which, there was a shift in the policy, when private 
enterprises were brought into the field and many public enterprises were 
replaced. But still, in some of the key areas, it has a decisive voice . 
For instance, there were only 5 PSUs with a total investment of 
Rs. 29 crores at the commencement of First Five Year Plan (April 1, 1951). 
Reserve Bank of India, Industrial Finance Corporation of India, Post and 
Telegraphs and the Damodar Valley Corporation. In 1996, there were 243 
public sector undertakings in India with a total investment of Rs. 1,78,629 
crores. These 243 PSUs are having nearly 20.51 lakh regular employees 
with an average per capita emoluments of Rs. 1,05,879 per annum. "^ In the 
First Five Year Plan the investment was a little over Rs. 1,500 crores. 
During the Sixth Five Year Plan, a monthly investment of Rs. 97,500 crores 
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has been allocated to the public sector out of the total plan outlay of Rs. 
159,000 crores.^ ^3 
Table 3.2: Growth in Public and Private Sector enterprises (1951-85) 
National Plan 
First Plan 
1951-56 - Actuals 
Second Plan 
1956-61 Actuals 
Third Plan 
1961-66 
Three Annual Plans 
(1966-69) 
Fourth Plan 
(1969-74) 
Fifth Plan 
(1974-79) 
Sixth Plan (Revised) 
(1980-85) 
Investment Rs. 
Public 
1,5600 
(46.4) 
3,650 
(54.1) 
6,100 
(58.6) 
6,571 
(40.8) 
13,655 
(60.3) 
31,400 
(66) 
97,500 
(57) 
in crores & percentage 
(in brackets) 
Private 
1,800 
(53.6) 
3,100 
(45.9) 
4,300 
(41.3) 
9,518 
(59.2) 
9,980 
(39.7) 
16,161 
(34) 
74,710 
(43) 
Despite the mushroom expansion of the public sector, its 
performance has failed to achieve the desired results, which prompted the 
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Government of India to undertake reforms.'^* Time and again, there were 
suggestions for its restructuring of organisational set-up, financial 
restructuring, greater autonomy to PSUs, disinvestment and privatisation 
etc. The demands of such structural readjustment are being thought of in 
the light of global experience and the recently announced new economic 
policy.''^ In pursuance of the industrial policy, a statement of public sector 
policy was announced by the Government of India on July 24, 1991. The 
policy attempts at improving the performance of PSUs. The statement 
highlighted the importance of receiving the public sector investment with a 
view to focus the public sector on strategic, high-tech and essential 
infrastructure. ^ ^^  Whereas some reservation for the public sector is being 
retained, there would be no bar for selective private sector. It was also 
urged that in order to mobilise resources and encourage wider public 
participation, a part of the Government's share holding in the public sector 
would be offered to mutual funds, financial institutions, general public and 
workers, and that the Boards of public sector companies could be made 
more professional and given greater autonomy.. 
An analysis of the Disinvestment Policy of the Government 
reveals that it has been successful to a large extent. The Government has 
already set-up the Disinvestment Commission to regulate the sale of 
Government share-holdings as well as to restructure the PSUs. The 
Commission has suggested revamping of PSUs before disinvestment.'•' It 
does not, however, mean complete liquidation of public sectors, which still 
has to contribute to the economic development of the country. There is a 
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need to bring in private culture of administration in the PSUs.'^^ The best 
option under the present circumstances is to have a blend of public and 
private enterprises. It is imperative for the private sector to have a public 
purpose, there is no such thing as completely unregulated and free private 
enterprise. Private enterprise functions within the conditions created 
largely by the state. The concept of private enterprise, as, indeed, of private 
property, has undergone a change, it cannot remain aloof from the larger 
economic interests of the nation.^'^ 
Problems like health, drinking water, should engage the attention 
of both public and private sectors. And if in an areas, the public sector 
fails, it should be replaced by private sector. There is no need to politicse 
the issue as has been done in the case of Balco.^^^ 
In a recent report, the Comptroller and Auditor-General of India 
has expressed concern over the colossal loss of Rs. 37,970 crores incurred 
by public sector undertakings including Indian Airlines, Fertilizer 
Corporation, IISCO and Hindustan Fertilizers, resulting in erosion of 
government equity. Other PSUs whose accumulated losses were less than 
Rs. 1,000 crores but they too had eroded government equity include 
Cement Corporation, Indian Airlines and IISCO. In view of these losses, 
the Disinvestment Commission was enterusted with the task of finding out 
whether the public sector has succeeeded in carrying out the public purpose 
for which it was created, whether it is necessary to retain the PSU under 
the present circumstances and if so whether it requires any restructuring. 
The need for transparency was also felt.'^' 
103 
Disinvestment is an effective instrument for restructuring of the 
PSUs if it is done properly taking into account the employment needs of 
the country. The working of private sectors in India is not all that bad and, 
infact, they have helped the growth of economy for instance, during 1960's, 
when Andhra Pradesh Paper Mills was in doldrums, the Government of A.P. 
sold a part of its equity to the Bangurs and also handed over the 
management to them. Later, it become a blue chip company. Similar 
exercises were launched in other states. The state of U.P. announced 
privatisation of three public sector units, U.P. Auto Tractors Limited, U.P. 
State Cement Corporation Ltd., and U.P. Tyres and tubes Ltd. Even the state 
of Kerala had to go in for privatisation of its Tourism Development 
Corporation, which owns over a dozen luxury hotels and transport fleets.^ ^^ 
There is nothing wrong in privatisation it successfully delivers the goods. 
But then everything cannot be entrusted to them. The key areas should be 
included in the public sector like electricity, railways etc. as private 
enterprises may not venture to undertake these gigantic tasks. The need of 
the hour, therefore, is to strike a just balance between private and public 
sector, without jeopardising the economy of the country. ^ ^^  
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Chapter - 4 
Planning Commission and Finance 
Commission : A Review 
PLANNING COMMISSION AND FINANCE COMMISSION : A 
REVIEW 
The Planning Commission was established by a Cabinet 
Resolution in March 1950 with the Prime Minister as its ex-officio 
Chairman and key-ministers and eminent experts as its members. The 
nature of its composition itself indicated that it was to function from a 
position of high prestige and authority. The functions of the Planning 
Commission include', an assessment of the material, capital and human 
resources of the country, including technical personnel, and investigate the 
possibilities of augmenting such resources, formulation of plans for the 
most effective and balanced utilisation of these resources, determination 
of priorities, defining the stages in which the plan should be carried out and 
propose the allocation of resources for the due completion of each stage; 
indicating the factors which tend to retard economic development, and 
determining the conditions which, in view of the current social and political 
situation, should be established for the successful execution of the Plan; 
and also determining the nature of the machinery which will be necessary 
for securing the successful implementation of each stage of the plan in all 
its aspects; 
It was to take a supra-departmental view of things and develop 
internally according to the needs. From its high pedestal it could also keep 
a watch over Central Ministries and the governments of states. The office 
of the Deputy Chairman of Planning Commission was to be held by the 
Minister of Planning. 
When the Commission was set up in March 1950, it consisted of 
five members with the Prime Ministers as its Chairman. Except for one. 
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nine were from Union cabinet^. The Cabinet Secretary holds an overall 
administrative charge of the Commission. The Statistical Adviser to the 
Cabinet is an additional de facto member of the Commission. Since 1964, 
the Commission has a full time secretary. In 1964 the number of members 
was twelve; five of whom, including the Chairman, were ministers. In 1966 
there were six ministers including the Prime Minister, But the total number 
of members was reduced to eleven. 
The Planning Commission was to function through a network of 
general and subject divisions. The General Divisions are concerned with 
the entire economy, financial material and manpower resources. The 
Subject Divisions are concerned with a given sector of economy from 
diverse aspects, such as agriculture, industry, irrigation, transport, 
education, health etc. Both general and subject divisions work on matually 
agreed programmes and keep in view the overall economic background and 
policies and the requirements of annual plans, five year plans, and long 
term perspective plans-'. Though the Planning Commission is an advisory 
organ of the Government, it has come to exercise significant influence on 
the formation of public policies even in matters other than development 
and its advisory role extends to the entire administration.'^ 
The fact that the Planning Commission consist of only the Central 
Ministers, and no state ministers is heavily weighted in favour of the centre. 
Since most of the members are ministers, the Commission is influenced 
more by the opinions of the amateurs than by the decisions of the experts. 
And, there is too much of duplication, waste of labour, energy, and material. 
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Besides, the Planning Commission which prepares the plans has little or no 
coordinating power; it depends largely for data on operating ministries. The 
role of economists is the greatest in the Planning Commission and it is far 
smaller in the operating ministries. This unquestionably contributes to the 
fact that plans prepared by the Planning Commission have little influence 
upon the actual economic policies of the ministries implementing the 
plans. "India has in fact super-imposed a smallest socialised sector on top, 
which no doubt, is the world's greatest example of functioning anarchy"^. 
While the Prime Minister's formal association was absolutely necessary 
during the formative stages, and while he can continue to provide proper 
guidance and assistance in the Planning process, it is a matter of 
consideration whether it is still necessary for him to retain a formal 
connection with the Planning Comission. Similarly, it should also be 
considered whether the formal association of the Finance Minister and 
other ministers of the Central government with the Commission is 
desirable.^ The closer identification of different ministers with the 
Planning Commission is neither necessary for the purpose of effective 
planning nor it fulfils any other rational purpose.^ 
Planning Commission's Scrutiny 
There is close affinity relation between the Ministry of Finance 
and the Planning Commission. The process of planning implies an organised 
look into the future. In doing so the agencies of the government re-examine 
their objectives and determine their priorities and programmes. When these 
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programmes are brought together, the Planning Commission is able to 
relate them to each other and rearrange the priorities in the light of the 
resources available as also the immediate needs. The schemes included in a 
plan represent the public expenditure programmes for a given number of 
years (5 years) and these are subdivided into the annual plans. In assessing 
the resources and in planning for public expenditure, the Commission takes 
an overall view of the Union as well as the States. The preparation of annual 
plan was, however, evolved only during 1957. Until 1956, that is until the 
close of the First Five Year Plan, there was no systematic annual planning. 
Annual Planning became imperative during the Second Five Year Plan only. 
The preparation of these annual plans may be analysed from two aspects : i) 
annual plans of the Centre and (ii) annual plans of the States.^ 
Annual Plans of the Centre : The schemes for development which are 
prepared by the concerned ministries are formulated for the entire period 
of five years for which a plan runs. The schemes so formulated by the 
administrative ministries may be classified into those that are directly 
executed by the Centre and those that are executed by the States. These 
schemes are examined by various working groups set-up for the purpose. 
These working groups consist of the representatives of the sponsoring 
ministry, Planning Commission and the Ministry of Finance. These groups 
are assisted by the technical divisions of the Commission. The 
Commission's administrative machinery set up for the purpose of 
scrutinising the different proposals to render effective assistance to the 
'working group' may be grouped under two heads : (i) General Division, i.e. 
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those concerned with the whole economy but from specific points of view, 
e.g., economic, resource, statistical, etc. and (ii) Branch Divisions, i.e. 
those concerned with particular specified branches of the national 
economy, agriculture, industry, minerals, village and small-scale industries, 
transport, health, education and other smaller divisions.^ These divisions 
are staffed with 'subject specialists' possessing specialised knowledge and 
experience in their respective fields. 
The recommendations of the working group which are arrived at 
after considerable examination and discussion between the technical 
experts and the representatives of the Commission, Finance Ministry and 
the administrative ministry are considered in further detail by the 
Commission and necessary approval given for inclusion of those schemes 
in the Plan. The procedure for inclusion of irrigation and power projects 
which necessarily imply expenditure on a large scale and certain other 
matters is slightly different. The scrutiny of the irrigation projects, which 
are generally initiated by the states is conducted by a technical board called 
the Advisory Committee on Irrigation and Power project, originally set up 
in 1953. The terms of reference of this Board are to satisfy itself (i) that 
the schemes have been prepared after detailed investigation; (ii) that the 
estimates are complete and correct technically; and (iii) that the financial 
forecasts and estimates of benefits likely to be derived are based on 
accurate data and are reliable. The information that is to be supplied with 
every scheme to enable an exhaustive scrutiny by the boards is fairly of a 
detailed nature and is designed to spotlight the various aspects of the 
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project - technical and financial.'° The Board itself consists of eminent 
engineers, and a representative of the Ministry of Finance. Similarly 
schemes relating to industrial housing and slum clearance are reviewed 
from the technical aspect by the Ministry of Works, Housing and Supply. 
Besides these, there are other fields where specialised technical agencies 
were set up for a similar purpose. These agencies in consultation with the 
Planning Commission and the administrative ministry concerned, jointly 
review the schemes initiated and included in the Central plan as also those 
which are included in the State plan. The agencies not only review the 
schemes proposed by the Government but also issue the expenditure 
sanctions in respect of certain schemes. Among the agencies of the type 
the following are prominent (a) for small industries : the Handloom Board, 
the Small Scale Industries Board, the Handicrafts Board, the Coir Board 
and the Silk Board; (b) the Cooperative Development, the National 
Cooperative and Ware Housing Board, and (c) for technical education; the 
All India Council of Technical Education. It would thus appear that in the 
process of examination and selection, the Commission receives 
considerable assistance from these auxiliary agencies. These agencies have 
got power to issue expenditure sanctions also and to that extent they work 
as substitutes to the administrative ministries.'^ The second phase in the 
scrutiny of schemes is that after these schemes have been approved and 
included in the plan, they are split up into various phases. These phases are 
so devised as to fit automatically into the annual budget system and the 
budget provision in respect of each proposal in each year is reviewed by 
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the Department of Economic Affairs in consultation with the Planning 
Commission. 
Scrutiny of the State Budgets : 
At the State level, the schemes of various administrative 
departments are consolidated by the State Planning and Development 
Departments and included in the State Plan. The administrative machinery 
set up to deal with the plans is not uniform in all the states. In some states 
the Planning Department is a separate department and generally the Chief 
Secretary of the State concerned is designated as the Development 
Commissioner, while the Secretary of the department itself is designated 
the Joint Development Commissioner. In Tamil Nadu, however, the Planning 
Department is a part of the Finance Department and the Secretary of the 
Department is also the Development Commissioner of the State. ^ ^ 
Role of the Planning Commission : 
The Planning Commission could play a critical role in 
systematically studying and monitoring regulation and help backward areas 
by facilitating the development and introduction of eco-friendly 
technologies through the private sector and voluntary agencies to create 
sustainable and productive jobs. These are vital issues of political economy 
which are best handled by the Planning Commission. The Planning 
Commission should work with voluntary/commercial agencies to work out 
alternative energy options.^^ The Planning Commission should assist in 
divising the cost effective primary/preventive public health care systems in 
118 
the states which are more responsive to the needs of the people (the 
Commission could begin by making its health division almost entirely 
public health oriented).''* The planning efforts start with available 
resources, natural, human, and in terms of capital equipment. But with the 
progress of planning, it is expected that natural resources will be 
progressively better conserved and utilized and human resources better 
trained. Planning, thus, is not a once-for-all effort. For it to make any 
impression, especially on the situation in an under-developed economy, it 
has to be a continuous, consistent and forward looking effort, sustained for 
decades. In some ways, the Planning Commission is a unique institution 
and in the sphere of governmental organization there has been barely any 
recent development comparable in its practical importance. It is the chief 
staff agency - the nerve centre of national thinking on matters of planning 
and development. Though the Planning Commission is an advisory body of 
Government, the failure of the Planning Commission after 1955 may be 
judged as the failure to meet the requirements of the changed 
circumstances created by the larger size and special structure of the Second 
Five year Plan.'^ Another similar failure on the part of the Planning 
Commission requires to be drawn attention to. This is in relation to the 
framing of objective criteria as far as possible in relation to the definition 
of priorities of activities or schemes for being included in the plan. The 
main function set down in the 1950 Resolution, establishing the Planning 
Commission, were to assess the resources, formulate the plan, defence its 
stages, appraise progress and make related recommendation on policy and 
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administration. Examination of events since 1955 shows that barring the 
theoretic formulation, the Planning Commission has failed to put together 
detailed and meaningful plans after due technical and other examination. It 
did not produce objective criteria relating to composition of programme 
allocation etc. and failed to produce annual plans with appropriate break-
downs. It also failed to watch the progress of the plan even in its broadest 
elements. This means that the Planning Commission has failed, and 
continues today to fail, all along the time. The reason for this total failure 
are to be sought rather in the special characteristic. The root of the failure 
lies in the process by which the Planning Commission, essentially only an 
advisory body has come to mix itself with the actual process of the 
formulation of public policies even in matters other than that of 
development.'^ 
Once the Deputy Chairman of the Planning Commission, T.T. 
Krishnamachari had observed that there is "a misapprehension of the role 
of the planning body in a parliamentry democracy. It might, therefore, be 
useful to stress the more important aspects of the position the Planning 
Commission occupies vis-a-vis the Centre and State Governments. When a 
plan is prepared, the strategy of the plan, the financial resources for it, the 
broad pattern and inter-sector allocations are settled by the Cabinet and the 
NDC at the number of meetings on the basis of proposals worked out by 
the Planning Commission in close consultation with the Union ministries 
and State Government. Though the Commission is a staff agency to advise 
Government in matters of planning and development, it operates as an 
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economic cabinet not merely for the Union but also for the States.^'' "It is 
the Chief Staff Agency - the nerve centre of national thinking - on matters 
of planning and development". Its influence extends not only to the 
formation of public policies but also the entire administration. The 
development process as started in India through five year plan formulated 
by the Planning Commission, aims at packing development of ages into as 
short a period as possible for a speedy socio-economic upliftment of the 
people.^ * The main role of the Planning Commission in the socio-economic 
development of the country is to remove poverty and unemployment and 
also to eradicate illiteracy and disease. Indian poverty is a subject on which 
much has been written. There has been considerable debate in India since 
the initiation of economic reforms in July 1991 about their possible 
impact on the poor.^ ^ Although India has made significant progress in 
reducing poverty over the last three decades, the poverty is still much 
higher than in most other regions of the world except for parts of sub-
Saharan African countries in East Asia, including China, have had 
considerably more success in reducing poverty despite having comparable 
level of poverty in the 1960s and 1970s.^ ° The challenge for India will be 
to emulate the success of East Asian countries and reduce poverty much 
further. 
The international targets designed to provide milestones against 
which progress towards the goal of poverty elimination can be measured 
are economic well-being, (a) reduction by one-half in the proportion of 
people living in extreme poverty by 2015, (b) human development -
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universal primary education in all countries by 2015 - demonstrated 
process towards gender equality and the empowerment of women by 
eliminating gender disparity in primary and secondary education by 2005, 
and a reduction by two-third in the mortality rates for infants and children 
under the age five and a reduction by three-quarters in maternal mortality 
all by 2015, (c) environmental sustainability regeneraiton - the 
implementation of national strategies for sustainable development in all 
countries by 2005, so as to ensure that current trends in the loss of 
environmental resources are effectively reversed at both global and national 
levels by 2015.^' Since independence India has secured many notable 
social and economic achievements including the eradication of famine, a 
reduction in population growth and significant level of poverty. But India 
still remains one of the most protected economies in the world.^^ 
Poverty cannot be removed in one go. Inflation is a worse tax on 
the poor. The income distribution consequences of inflation are also very 
regressive. Faced with a strong macroeconomic imbalance, no government 
could have done anything but restore a sense of balance to the economy. In 
the short run, if we want to cut expenditure, it is difficult to cut 
consumption. Those who are above the poverty line would respond by 
reducing their saving. The only people who have no option are the poor, 
who will have to reduce consumption. You cannot remove poverty in this 
country without strong and broad-based economic growth. Further, this 
growth must be labour-intensive and must permeate agriculture. Our growth 
until 1980 and even afterwards was highly capital intensive. In the 1980s, 
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India's industrial production grew at the rate of 8 per cent. Yet private 
industry did not create new jobs because of the implicit policy bias against 
labour intensive production.^^ 
Relationship between the Planning Commission and the Ministry of 
Finance : 
The Planning Commission is not an executive body. It is an 
advisory body and in that capacity it advises the Union Government and 
also the State Governments. The Commission started with an executive 
body consisting of a Chairman, a Deputy Chairman, four members, a 
Secretary (in common with the Cabinet Secretariat) and a Deputy Secretary. 
The Chairman was the Prime Minister himself and even now he continues 
to be so. At the time of creation, there were two Central Ministers out of 
whom one was a member of finance and also another who was a Deputy 
Chairman. With the increase in the tempo of work arising out of the 
expansion of the scope of work, the membership of the Commission was 
increased from 4 to 7 (including a de-facto member who is an honorary 
Statistical Advisor to the Cabinet). It is argued that the association of the 
Prime Minister and other Central Ministers with the Planning Commission 
has elevated it from an advisory body to an executive body.^ ^ The 
Commission in its advisory capacity considers the availability of resources 
and the schemes presented by the different Central departments. In other 
words all the schemes including their financial implications and annual 
plans are scrutinised by the Planning Commission before their inclusion in 
the plan. It also scrutinises the plans of the States. The type of the scrutiny 
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and the nature of its examination is exercised by the Planning Commission. 
Any proposal which has financial implications is first referred to the 
Ministry of Finance for its opinion in the matter regarding the advisability 
and urgency of each proposal of expenditure. The difference between the 
two is not more than the difference between long term planning and short 
term planning. The control by the Ministry of Finance is essentially of a 
short term nature. In a system of planned economic development, which 
implies a long range plan divided into annual plans, the verification of long 
term priorities as also the short term priorities have to be necessarily 
scrutinised and approved by the Planning Commission.^^ It can, however, be 
argued that the Planning Commission is only an advisory body and that the 
executive responsibility is squarely on the shoulders of the Government. 
No doubt, the Planning Commission is an advisory body, but generally its 
decisions, or more appropriately suggestions are almost binding on the 
Government because of its high profile composition. It is on the basis of 
considerations of this nature that it has often been pleaded that there has 
been a shift of control from the Ministry of Finance to the Planning 
Commission. This shift is in matters of control at policy level. There are 
plans which have been scrutinised by the Planning Commission and 
approved by it. This overall role of the Commission in scrutinising and 
approving the plans and the long term expenditure programmes is nothing 
more than the conventional role of the Ministry of Finance. The shift is 
inherent in a situation where commission is established to discharge these 
functions. A former Minister for Finance expressed the opinion in a 
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conversation that "Planning involves a slackening of financial control as 
also a shift of control from the Ministry of Finance to the Planning 
Commission".^ ^ 
The Minister of Finance is a member of the Planning 
Commission. Generally all proposals that require the consideration of the 
Commission as a whole are first circulated to the members of the 
Commission. It may be pointed out that after 1956, the approval of the 
Member (Finance) of the Planning Commission was usually taken as the 
approval of the Minister of Finance also, unless the approval itself was one 
which was subject to a qualification.^^ The main distinction between the 
role of the Planning Commission and the Finance Ministry is one between 
the stage of formulation and implementation. A former Secretary to the 
Department of Expenditure once stated, "the Department of Expenditure 
came into the picture more at the implementation stage than at the 
formulation stage". The same opinion was endorsed by his successor also, 
who stated that "approval of a scheme in principle would be given by the 
Planning Commission and senior officers in the department also had the 
opportunity to comment on the proposal before it was accepted in 
principle. Further, the Ministry of Finance would be responsible for 
exercising detailed checks with reference to budget provision etc. before 
finally sanctioning it". This scrutiny is exercised not only in the pre-budget 
stage but also after inclusion in the budget. 
However, with a view to enable a balanced judgement and to 
appraise the Planning Commission even at the initial stage of the 
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consideration of a proposal, the procedure has since been revised. Under 
the new procedure, the sponsoring Ministry has to obtain the views of the 
Finance Ministry regarding the economic and other aspect before 
consulting the Planning Commission regarding a proposal.-^^ 
Role of Finance Commission 
Under Article 280(1) of the Constitution of India, the President 
appointed a Finance Commission on 22nd November 1951 with K.C. Neogy 
as Chairman and V.P. Menon, Justice R.K. Rao, B.K. Madan as members and 
M.V. Rangachari as Member-Secretary. The Commission was asked to 
recommend the basis of distribution of the proceeds of certain taxes 
between the Union and the States, the principles governing the grants-in-aid 
to the States out of the Consolidated Fund of India, and the continuation or 
modification of the terms of any agreement entered into by the 
Government of India with some State Governments under Article 278(1) 
and Article 306 of the Constitution. The Commission submitted its report 
to the Government on 31st December 1952.^^ 
Regarding the role of the Finance Commission the Third Finance 
Commission observed : "The role of the Finance Commission comes to be 
at best that of an agency to review the forecasts of revenue and expenditure 
submitted by the states and the acceptance of the revenue element of the 
plan as indicated by the Planning Commission for determining the quantum 
of devolution and grants-in-aid to be made; and at worst its function is 
merely to undertake an arithematical exercise of devolution based on 
126 
amounts of assistance for each state already settled by the Planning 
Commission to be made under different heads on the basis of certain 
principles to be prescribed". Out of these two alternatives, the first will be 
favoured because the Constitution has provisions for Finance Commission 
and not for Planning Commission.^° 
The role and working of the Finance Commission is affected with 
the creation of the Planning Commission. The functions which are 
supposed to look after by the Finance Commission is appropriated by the 
Planning Commission despite the fact that the latter is created by the 
Constitution.^^ The Planning Commission began to assume responsibility 
for the allocation of national resources among different sectors and region 
of the economy. The Constitution did not anticipate that the Planning 
Commission would perform functions similar to those of the Finance 
Commission in respect of allocation of grants.^^ 
The Ninth Finance Commission on this issue observed that "the 
Finance Commission and Planning Commission have independent and 
distinct roles to play. This is the sphere where the Planning Commission 
has an important role to play. The Finance Commission is not concerned 
with it". This means the Finance Commission recognizes the importance of 
the Planning Commission and so long as the existing arrangement continues 
the two bodies must work together rather than try to find fault will each 
other." 
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A Critique : 
The magnitude of financial transfers to the states has increased 
very much over the plan periods signifying the growing financial 
dependence of the States on the Union. The transfer of funds to the states 
through the Planning Commission and other discretionary transfers by the 
executive authority of the Union taken together has become almost twice 
the amount of transfers made on the basis of Finance Commissioner's 
recommendations. The statutory transfers of funds has become less 
important than the increasing of the Central influences and control over the 
States as regards their disbursements and consequently it has become a 
source of criticism that it is a super constitutional body.^ '* 
Despite the criticism, it must be admitted that ever since the time 
of the appointment of the First Finance Commission and acceptance of its 
report by the Union Government, a convention, which has been scrupulously 
observed, has developed to the effect that the Union Government would act 
faithfully in terms of the Commission report with regard to the allocation 
to the States of the net proceeds of the taxes. The critics who have been 
clamouring in and out of season for constitutional amendments to the fiscal 
provisions of the Constitution should not underestimate the importance of 
this trend. Similarly, the Planning Commission, and its offshoot, the 
National Development Council, an extra constitutional development of 
unprecedented magnitude, have come to play a pivotal role in the sphere of 
the fiscal aspect of the Union-State relations. Development Planning, no 
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doubt, has accentuated the scale of public expenditure which have imposed 
crushing burden on the State's financial position which is not very happy. 
But the recommendations of the Planning Commission based on its 
assessment of the states' financial position has obliged the centre to give 
sizeable amount of money to the states to meet squarely their financial 
requirements entailed by the implementation of development plans.•'^  This 
role of the Planning Commission has contributed in no less a manner to 
enable the States to get reasonably adequate finances. The advent of the 
Planning Commission and its role in the formulation of development plan 
and the resultant impact on the Union-State relations, more particularly 
adminsitrative and fiscal, constitute the most outstanding development in 
the theory and practice of Constitutionalism in the post-Constitution 
period. The critics need not be unduly concerned about the legitimacy of 
the Planning Commission or its role in the influencing and conditioning 
the Union-State relations. This kind of concern showing pessimism is 
understandable in view of the fact that of the two bodies - the Finance 
Commission and Planning Commission, the latter has come to play more 
decisive role in the spheres of the Union-State relations.-'^ There is 
considerable difference between the role of the Finance Commission and 
that of the Planning Commission in recommending the distribution between 
the Union and States. No doubt, unlike the Finance Commission, the 
Planning Commission was brought into being by the executive order of the 
Union Government.-'' 
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An Analysis of the Working of Finance Commission : 
An analysis of the working of the Finance Commission reveals 
that it primarily depends on the data supplied by various states. The general 
nature of the States is to exaggerate their difficulties by manipulating the 
figures. Thus the absence of an independent cell to collect data 
continuously has handicapped the working of the Commission. Secondly, 
the Commission's tour of the State capitals does not provide enough 
opportunity to make an on the spot study of any of the State projects in 
progress or in operation.^^ Only the Third Finance Commission undertook 
a tour of some of the backward States to assess the adequacy of road 
communication before recommending special grants for that purpose. 
Thirdly, all members are not present at all the hearings conducted in the 
State capitals, because all of them are not full time members and they 
attend to their personal work as well during their visits. This puts undue 
strain on the Chairman and the Member Secretary. Fourthly, the failure of 
the Finance Commissions to publish such details has led the researchers to 
suspect that they have been trying to avoid informed criticism of their 
arbitrary assumptions and methods of estimations. The deliberations and 
findings of the Commission are thus shrouded in mystery. Fifthly, the 
amount of central resources that the Finance Commission is called upon to 
distribute among the States is also not determinated by any principle of 
equity. The Ministry of Finance which decides the amount to be distributed 
by the Finance Commission keeps a large chunk of aggregate resources for 
its own expenditure and it is not within the competence, of the Finance 
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Commission to question it.^ ^ There is a feeling that the Finance 
Commission has not been given an opportunity to do its best in matters of 
Union-State financial relations. The Sarkaria Commission which looked 
into the financial provisions of the Constitution felt that the Finance 
Commission should take upon itself the role of suggesting changes in the 
constitutional provisions. However, all the successive eight Commissions 
have been precluded from this course of action. Though the Finance 
Commission can suggest changes, yet they are averse to suggesting large 
scale changes in the federal fiscal arrangements.'*^ The Constitution has not 
chosen to deviate deliberately from the principles of independence, 
adequacy and stability. The observance of these principles in shaping the 
Union-State financial arrangement is not the sole responsibility of the 
Union. The States should manage their finances in an efficient, imaginative 
and purposeftil manner.'*' It is the inefficient and maladroit manner in which 
the States have managed their finances that led to the distortion and 
multilation of these principles. This should not warrant the conclusion that 
in the process the principles of independence has been sought to be blurred 
if not obliterated. The Constitution has followed the established practice of 
providing the Union and States respectively with independent revenue 
raising and taxation powers. This is done by following the method of 
authorising the Union to raise revenue from all such items and sources 
which are national in character and scope, and the States in respect of such 
items that are regional or state in scope. But a demarcation like this in the 
sphere of finance cannot be affected with mathematical accuracy and 
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scientific precision. The logical corollary of this allocation of financial 
powers between the union and the states is that both have their separate 
administrative apparatus for collecting their revenues and taxes. The Indian 
Constitution has done well by conferring both the legislative and 
administrative authority upon the Union and the States to enable them to 
exercise effectively their respective fiscal responsibility. By effecting this, 
the Constitution has not failed to do its best to prevent the cause of fiscal 
autonomy form being trampled over.'*^  
With the enactment of the Constitution, the Union-State financial 
relations came to be regulated on the basis of the recommendations of a 
Finance Commission. The setting up of another institution for providing 
assistance to the states, the Planning Commission, was not envisaged while 
drafting the Constitution. Over a period of time, a formula-based central 
plan assistance to the States on the recommendations of the Planning 
Commission became another major avenue of central assistance to the 
States. Further, centrally-sponsored schemes executed by the States in 
various sectors are another source of financial assistance to the States. 
States are also allowed by the RBI, with central approval, to go in for 
market borrowings to finance their plans. Such proliferation of channels of 
central assistance to the States has pushed statutory transfers based on the 
Finance Commission's recommendations to the back-burner with the plan 
and discretionary transfers hovering in the region of 55-60 per cent. The 
experience during the last 50 years justifies the need to bring about 
fundamental changes in the scheme of federal transfers. This issue should 
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engage the attention of the authorities in the context of a burgeoning fiscal 
deficit.^3 
Vertical Transfers : As per constitutional provisions before the 
amendment in August 2000, only the income tax and Union excise duty 
were sharable with the States. Customs duty and corporate tax were not. 
The divisible pool of the income tax, 50 per cent in 1947, witnessed a 
steady increase at the hands of each Finance Commission till it reached 85 
per cent in 1978, though it was reduced to 77.5 per cent in 1994. In the 
case of Union excise duty, the divisible pool had a humble start in 1951 at 
40 per cent of excise duty on just three selected items - sealed tobacco, 
matches and vegetable products. This was gradually increased by successive 
Finance Commissions to 20 per cent of all commodities by the Fourth 
Finance Commission in 1965. 
As the Union excise duty had emerged by then as the most 
important source of revenue for the Centre (acocunting for 44 per cent of 
its gross tax revenue), the divisible pool was maintained at this level by the 
Fifth (1969) and the Sixth Finance Commissions (1973). The Seventh 
Finance Commission (1977), however, chose to increase the divisible pool 
to 40 per cent at one stroke. This was further increased to 45 per cent by 
the Eighth Finance Commission (1984). It is no exaggeration to say that 
the steep hike in the divisible of pool of Union excise duty is one of the 
factors responsible for the fiscal imbalances of the Union budget. 
Meanwhile, several States started running huge revenue surpluses 
leading to increased consumption-oriented expenditure and not on capital 
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investment. As the Centre has been following the healthy convention of 
accepting the recommendations relating to devolution, its options were 
severely limited. This explained the increased reliance on non-sharable 
taxes like customs and corporate income tax while maximum relief under 
personal income tax and Union excise duties became the basic features of 
the Union budget year after year.'*'* 
This was well reflected in the devolution, as a percentage of the 
gross tax revenue of the Centre, declining from 29 per cent in 1978-79 to 
around 24-25 per cent by 1993-94. It was to correct this phenomenon that 
the Constitution was amended in 2000 paving the way for making the 
Central taxes sharable with the States. The next step should be to study the 
behaviour of total Central assistance to the States as percentage of the 
gross tax revenue receipt over a period of time and arrive at a realistic 
level of Central transfers keeping in view the committed liabilities of the 
Centre like defence expenditure, interest payments and pensions. The 
Twelfth Finance Commission, which would be the first to review the system 
of fixed percentage of devolution, could undertake this exercise. The role 
of the Finance Commissions over the last 15 years has become the 
redistribution of deficits rather than surpluses.*^^ 
Horizontal Transfers : The horizontal redistribution of devolution and 
other revenue receipts like additional excise duty in lieu of sales tax among 
various States is done on the basis of formulae recommended by the 
Finance Commission. The recommendations of the Eleventh Finance 
Commission became controversial mainly due to its introduction of the 
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'fiscal discipline' criterion in the redistribution formula. The only indicator 
that ensures maximum equity is population. It is unfortunate that weight for 
this indicator has fallen to 25 per cent from as high as 90 per cent in the 
earlier Commissions. Population should be assigned a weight not less than 
50 per cent. Similarly, there should be some incentive for own tax efforts 
of States if one believes that god helps those who help themselves. 
It would also be necessary for the Finance Commission to discard 
the time-honoured gap-filling approach, namely, recommending grants to 
fill the non-plan revenue deficits a practice which kills incentives for tax 
efforts and encourages fiscal indiscipline on the part of the States. While 
Argentina and Hungary have abandoned the gap-filling approach, a large 
federation like Indonesia has carefully avoided such an approach.'*^ 
Composition of a Finance Commission : According to the Constitution, 
the Finance Commission should have a Chairman and four members. In the 
light of the experience gained during the last five decades, particularly the 
lack of coordination between the Planning and Finance Commissions 
(despite having a member of the Planning Commission on the Finance 
Commission), it seems appropriate to make the Deputy Chairman of the 
Planning Commission concurrently the Chairman of the Finance 
Commission and Member-in-Charge of resources in the Planning 
Commission as a member of the Finance Commission. The States should 
be represented on the Finance Commission as the latter's recommendations 
directly affect them. For this purpose, a chief minister of one of the major 
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States and another a special category State should be inducted as members. 
The selection of the individuals could be done through a process of 
consultation at the Inter-State Council. The Member-Secretary of the 
Finance Commission could fill the remaining slot. It is high time the 
Planning Commission is accorded Constitutional status. The composition 
of the Finance Commission could also be incorporated in the Constitution 
itself.'*^ 
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Chapter - 5 
Conclusion 
CONCLUSION 
The Ministry of Finance plays a very crucial role in development 
planning in India. It supervise the financial institution and is responsible 
for the overall financial management of the country. The Industrial 
Development Bank of India (IDBI) which in the initial years was a 
subsidiary of the Reserve Bank of India (RBI) was separated from it in July 
1975 and since then has been operating as an apex financial institution 
engaged in financing the industrial sector, in accordance with national 
priorities. The Reserve Bank of India which was created in April 1935, with 
a share capital of Rs. 5 crore and nationalised in 1949 is the central arch of 
the Indian money market. It issues currency, buys and sells Government 
securities, regulates the volume, direction and cost, credit, manages foreign 
exchange and supports institutions financing agriculture and industries. 
According to the preamble to the Reserve Bank of India Act, 1934 the main 
function of the bank is "to regulate the issue of bank notes and the keeping 
of reserves with a view to securing monetary stability in India and generally 
to operate the currency and credit system of the country to its advantage". • 
The Industrial Financial Corporation of India (IFCI) which was established 
in 1948 accounted for over 8 percent of the total financial assistance to the 
industrial sector in 1994. The State Bank of India (SBI), set up in 1955. 
The objective of this major reform of the Indian banking system was that 
the State Bank with its large network of branches should provide directly 
and indirectly through provision of remittance facilities to cooperative and 
commercial banks and to increase banking facilities in the rural areas.^ The 
financial institutions have had a long history of public ownership with 
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existing insurance companies being nationalized in 1956 to form the Life 
Insurance Corporation of India (LIC). 
The Ministry of Finance is responsible for the fiscal 
administration of the country. It has three departments, Department of 
Economic Affairs, Department of Expenditure and Department of Revenue. 
The Department of Economic Affairs has a Budget Division and it prepares 
the budget of the Government. The role of the Ministry of Finance is based 
on 'Financial Control' by the Finance Ministry particularly by its 
Department of Expenditure. It has three main parts, control exercised 
during the preparation of the budget, control exercised during the 
execution of the budget and control on miscellaneous matters. It 
scrutinises all proposals emanating from the spending department in so far 
as they have financial implications. This enables the Ministry to have a free 
hand in the formulation of policies of other departments. Generally, the 
scrutiny exercised by the Ministry of Finance in very broad and is more 
concerned with the over-all financial implications of the proposals and its 
impact on the expenditure". The Cabinet attaches considerable weight to 
the opinion of the Ministry. After all the proposals have been received 
from the spending ministries, it proceeds to determine the priorities in the 
larger interests of the nation. It's main concern is to obtain "Proper balance 
of expenditure between services, so that greater value could not be obtained 
for the total expenditure by reducing the money spent on one service and 
increasing expenditure on another"^ and to secure a uniform standard in the 
measurement of the financial sacrifice involved in the activities of all 
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departments". In the words of Hawtrey, other part is, the control exercised 
during the execution of the budget. After the budget has been passed by the 
Parliament, the responsibility for the control of expenditure form thereon 
lies on the administration ministry and each head of the department who is 
aided and advised by an Internal Financial Advisor again a representative of 
the Ministry of Finance - in the discharge of his responsibilities. During 
the execution of the budget, it is the responsibility of the Ministry of 
Finance of ensure that the amounts are spent properly and economically, It 
has to see that the achievement is an accordance with the plans included in 
the budget of the other departments to keep themselves in touch with the 
Ministry of Finance. The other matters on which the Ministry of Finance 
exercises control is related to specified field of expenditure such as grant-
in-aid, write-off of losses and recoveries, inspection of establisliments of 
other Ministries through staff inspection unit, etc. Thus we find that the 
control exercised by the Ministry of Finance helps in the promotion of a 
financial order in the country. In almost all fields where risk is involved in 
spending huge amounts, the shadow of the Ministry of Finance is always 
present though it minimizes the effect of financial delegation of powers 
already granted to several Ministries.^ Such an excessive control of the 
Ministry of Finance over the finances of the country resulted in excessive 
concentration. A.K. Chanda, then the Auditor General who undertook the 
task of preparing a plan for delegation of financial powers and for a 
recognition of the system of financial control, submitted his proposals for 
the consideration of the Public Account Committee. Ashoka Chanda 
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observes, "the present conception of control extends also to the 
examination of technical details of developmental schemes and work 
programmes, even though the Finance Department is not properly equipped 
for this purpose. As a result, the objections raised are often elementary and 
informal in character. This not only acts an as irritant, but is also time -
consuming. Ultimately these objections mostly come to be waived, but 
often only after interminable discussions; and control becomes effective 
only over establishment proposals, the expenditure on which forms but an 
insignificant fraction of the total cost. 
The Estimate Committee in its 98* report in 1975-76 also felt 
the need for further re-delegation of powers. Under the latest delegation 
schemes, the administration ministries have been given full powers of 
reappropriation within a grant, provided there is no diversion of funds from 
plan schemes to non-plan activities. In actual practice, the administrative 
ministries enjoy enough freedom in the matter of reappropriation of funds. 
The rationale of our present financial year has been a subject of 
debate ever since it was adopted by the Government of India in 1860. It has 
been argued that the existing budget period is responsible for the late start 
of public works. Under the present arrangements, soon after the 
expenditure sanctions reach the executing agencies, the mansoon breaks in 
most parts of the country, rendering it difficult to initiate construction of 
budgeted items. A corollary to the annual budget, is the rule of lapse. All 
grants which are not spent in the course of the year, lapse at the end of the 
financial year. If any expenditure is required to be incurred, a fresh 
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approval of the Parliament has to be obtained. In addition an explanation 
has to be given to the Ministry of Finance for this lapse. Public servants in 
the country know that it is better to spend (or waste) money rather than 
allow it to lapse.^ 
India embarked on a process of planned economic development in 
1951. The Planning Commission, headed by Prime Minister, Nehru, was set 
up to comprehensively assess the natural and manpower resources of the 
country and to prepare plans for the mobilisation of these resources for 
economic development aimed at raising the level of living of people. Nehru 
was committed to planning ever since 1927 when he visited Soviet Russia 
and saw how the plans brought about economic transformation in the 
country. Even before independence, he was appointed by the Indian National 
Congress as the Chairman, Planning Commission which produced valuable 
development plans for different sectors of the economy. 
India has now completed more than five decades of planning. 
Except for the three Annual Plans during the years 1966 to 1969, which 
came to be described as Plan holiday, India has been following the system 
of preparing Five-year Plans in the context of long term perspective plans. 
Within the frame work of the Five-Year Plans, Annual Plans are also 
prepared and are integrated with the budgetary process. Every Five-Year 
Plan has a mid-term appraisal. Indian plans are comprehensive in the sense 
that they cover, both public investment and private investment and also all 
sectors of economy. The Indian approach to planning is democratic unlike 
the pattern of the then USSR which was totalitarian. It gives an important 
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place to popular participation while it envisages that public sectors would 
be in charge of commanding heights of economy, it gives considerable 
scope to private enterprise also as well as the co-operative sector which is 
expected to provide a sense of value and direction to the economy. Thirdly, 
India's approach to planning is for balanced development, in the sense that 
all sectors including agriculture, industry, infrastructure as well as the 
service sectors have been accorded their due place. The Second Five Year 
Plan followed the Mahalanobis model and put greater stress on heavy 
industry. However, the importance of agriculture and rural development was 
always recognised and the plan strategy was based on inter-dependent and 
mutually enforcing growth of different sectors of the economy Fourthly, 
India's approach to planning is aimed at the establishment of the developed 
pattern of society. 
Keeping the eradiction of poverty as the main theme, Indian 
planning has entered its golden era. Poverty eradiction is the greatest 
challenge to the entire planning process. The concept of globalization, 
liberalisation, market friendly policies and integration into the world 
market was started in the late eighties and gathered momentum in the 
nineties had all the while kept intact the poverty ridden vicious circle of 
low income, low consumption, low savings, low investment-low capital 
formation resulting in a rigid structural economy^. India is a mixed 
economy in which both public and private sectors participate contribute 
their mite to economic development. In the mixed economy, the 
Government has a positive role to play in the field of economic activity. 
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Both capitalist and socialistic economies may be regarded as mixed 
economy and a small private sector will exist in a socialist economy too. It 
is imperative for the Planning Commission should bring out every year a 
report on the performance of the plan programme both in public and private 
sectors. The Government has adopted Disinvestment Policy for the mess 
and revamping of Public Sector Undertakings. Disinvestment is an effective 
instrument for restructuring of the Public Sector Undertakings (PSUs). If 
this is not properly understood and effective and quick measures are not 
taken, the drain on the scarce budgetary resources will be such that sooner 
or later most of the undertakings will go bankrupt and there will be a dead 
weight of assets and unemployment for which it is not easy to find a 
satisfactory solution. The mechanism for implementation and delinking of 
disinvestment from the budgetary needs, providing full autonomy including 
pricing, investment, employment and revamping the Voluntary Retirement 
Schemes (VRS) and setting up of a Disinvestment Fund are most essential 
if the country is not to suffer the financial shortfalls with their 
consequential impact on the erosion of the network of the undertakings and 
increasing fiscal deficit in the central budget. At the same time, 
disinvestment policy should not ignore the employment needs of the 
country in so far as social unrest has already made its presence felt either 
in the form of trade union opposition to down sizing labour or to the 
disinvestment process itself. It appears necessary that the Disinvestment 
Commission and the Central Government should keep in view this threat 
and make serious efforts for reconciling disinvestment with social policy. 
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especially employment policy. In line with the changed economic scenario, 
the role of the Planning Commission has been redefined. From a highly 
centralised planning system, the Indian economy is gradually moving 
towards indicative planning where Planning Commission will concern itself 
with the building of a long-term strategic vision of the future and decide on 
the priorities of the nation. It will have to workout sectorial targets and 
provide promotional stimulus to the economy to grow in the desired 
direction. There is a need for the Planning Commission to play an 
integration role in the development of a holistic approach to the policy 
formulation in critical areas of human and economic development. In the 
social sector, schemes which require co-ordination and synthesis like rural 
health, drinking water, rural energy needs, literacy and environment 
protection have yet to be subjected to co-ordinated policy formulation. It 
has led to multiplicity of agencies which is not only wasteful but also 
painful because of the long repetitive procedures involved. Many such 
examples exist in other sector like energy, agriculture etc. An integrated 
approach can lead to better results at much lower costs. The endeavour 
should be on maximising the output by using our limited resources 
optionally. Instead of looking for mere efficiency in the plan outlays, the 
effort will be to look for increase in the efficiency of utilisation of the 
allocations. The priorities, programmes and strategies of the plan, 
therefore, have to take into account all these factors. 
With the decline of available funds the resource allocation system 
between the States and Ministries of the Central Government will be under 
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strain. This will require the Planning Commission to play a mediatory and 
facilitating role, keeping in view the best interest of all concerned. It will 
have to ensure smooth management of the change and help in creating a 
culture of high productivity and efficiency in the Government. The key to 
efficient utilisation of resources lies in the creation of appropriate self-
managed organisations at all levels. In this area, Planning Commission will 
play a systems change role and provide consultancy within the Government 
for developing better systems. In order to spread the gains of experience 
more widely. Planning Commission should also play information 
dissemination role. 
The Finance Commission is a constitutional body set-up after 
every five years to make recommendations relating to distribution between 
the Union and the States of the net proceeds of taxes, principles which 
should govern the grant-in-aid of revenues and measures needed to augment 
the Consolidated Fund of the states to supplement the resources of the 
Panchayats and Municipalities. The President is also empowered to refer 
any other matter to the Commission in the interest of sound finance. The 
Cabinet also proposed that the Commission, apart from the terms of 
reference specifically laid down in the Constitution, would review the state 
of finance of the Union and the States. The Commission subsequently may 
suggest ways and means by which the Governments may bring about a 
restructuring of public finance, thus restoring budgetary balance, reducing 
fiscal deficit, generating surplus for capital investment, achieving macro-
economic stability and achieving the desired goal of debt reduction along 
with equitable growth.^ 
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The average duration of the Finance Commission had been about 
16 months. It varied from a maximum duration of twelve months in the case 
of the Third Finance Commission to more than 20 months in the case of 
the Eighth Finance Commission and thirty months in case of Ninth and 
forty one in case of Tenth Finance Commission. Under the Constitution the 
strength of the Commission is five including its Chairman. The Parliament 
is free to lay down the qualification and procedure of the appointment of 
the members. The parliament has passed the Finance Commission 
(miscellaneous provision) Act, 1951. Accordingly, the Chairman of the 
Commission shall be selected from among the persons who have had 
experience in public affairs and the four other members shall be selected 
from among persons who are, or have been, or are qualified to be appointed 
as judges of a High Court; a person having special knowledge of the finance 
and accounts of the Government; a person having wide experience in 
financial matters and administration; a person with special knowledge in 
economics. The qualification prescribed for the members have some 
specialisation, but Chairman's qualifications are vague. The experience in 
public affairs will enable the Union Government to make appointments on 
political grounds. Experience has shown that most of the Chairmen were 
politicians from the ruling party who did not have the requisite background 
and the desired expertise to handle such a specialised subject. The 
importance of the Finance Commission as a constitutional instrument 
capable of settling many complicated financial problems that affect the 
relationship of the Union and States may be seen from the 
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recommendations of the last ten commissions. The Indian Finance 
Commission is a unique constitutional body which has survived for 50 
years. The success of any official expert body, like Finance Commission, 
depends upon the abilities and experience of the persons who serve on the 
Commission. The constitutional provision under Article 280, which 
provides for the Finance Commission, does not specify the qualifications 
and experience of the persons who should be appointed to the Commission. 
Article 280 only prescribes that there should be a Chairman and four 
members other than the Chairman. However, it is left to the Parliament to 
prescribe the qualifications of the Chairman and other members of the 
Finance Commission as also the procedure for their appointment and for 
the work of the Finance Commission. 
The Ministry of Finance, thus, plays an important role in 
development planning in India. It monitors the financial institution, which 
is responsible for the entire fiscal administration of the country. The focus 
purpose of these financial institution is on the socio-economic 
development of the country. The role of Ministry of Finance extents to 
every department, directly or indirectly and its impact is writ large on the 
entire administration. It maintains financial discipline in the country. As 
the economic development of India is linked with the successful 
implementation of the five year plans, the Ministry of Finance cannot 
remain aloof from it. It plays a vital role in the formulation of plans. In a 
word, the Ministry constitutes the backbone of development, financial 
stability and good governance. 
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Appendix-I 
A List of Finance Ministers 
1. R.K. Shanmukham Chetty 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 
21. 
K.C. Neogy 
Dr. John Matthai 
CD. Deshmukh 
Jawaharlal Nehru 
T.T. Krishnamachari 
Morarji Desai 
Sachindra Chandbri 
Indira Gandhi 
Y.B. Chavan 
C.G. Subramaniam 
H.M. Patel 
Charan Singh 
H.N. Bhanguna 
R. Venkatraman 
Pamab Mukherjee 
R Chidambram 
Dr. Manmohan Singh 
Yashwant Sinha 
Jaswant Singh 
R Chidambaram 
Appendix-II 
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Department of 
Economic Affairs 
Ministry of Finance 
Economic Division 
Budget Division 
Insurance Division 
External Finance Division 
Commercial Division 
Administration Division 
Currency and Coinage Division 
Banking Division 
Department of 
Expenditure 
Plan Finance Division 
Establishment Division 
Cost Account Branch 
Organization of 
Comptroller General of 
Account, 
Staff Inspection Unit 
Finance Commission 
Division 
Department of 
Revenue 
Central Board of Direct 
Taxes 
Central Board of 
Excise Customs 
Financial Institutions 
RBI IDBI IFCI ICICI IRBI SIDBI LIC UTI SBI NABARD 
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Name of Company 
Air India 
IPCL 
Maruti Udyog 
riDC 
NFL 
VSNL 
Indian Airlines 
CMC 
Appendix - 3 
Disinvestment Report Card 
Hindustan Zinc 
Government 
Holding 
(%) 
100 
59.95 
49.75 
89.97 
97.65 
100 
Paradeep Phosphates 100 
Stake to be 
disinvested 
(%) 
Status & urgency 
60 
25 
N/A 
89.97* 
91 
92.97 25 
51 
83.03 57.31 
74 
75.92 26 
Single bidder left; losses 
mounting and the airlines 
is getting marginalised. 
Stuck on valuation for 
sale of one of its plants 
prior to disinvestment. 
Advisor yet to be 
appointed; losing market 
share to competitors. 
Bids have come in for 
some properties; 
incurring huge losses. 
Advisors have been 
appointed; incurring huge 
losses. 
Three bidders left in the 
fray; monopoly to go 
next March 
No bidder left and GOI 
looking at fresh option; 
losing share to jet. 
Bidder have been 
shortlisted; May be 
divested by the end of the 
year 
Advisors have been 
appointed; net worth has 
turned negative 
Bidders have been 
shortlisted; But some of 
the bidders may walk out. 
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